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To provide for reconciliation pursuant to section 202(b) of the concurrent
resolution on the budget for fiscal year 2006.

IN THE SENATE OF THE UNITED STATES
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Mr. GRASSLEY, from the Committee on Finance, reported the following
original bill; which was read twice and placed on the calendar

A BILL

To provide for reconciliation pursuant to section 202(b) of

the concurrent resolution on the budget for fiscal year 2006.
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Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE; AMENDMENT OF 1986 CODE;

TABLE OF CONTENTS.

(a) SHORT TrrLE.—This Act may be cited as the
“Tax Relief Act of 20057,

(b) AMENDMENT OF 1986 CODE.—Except as other-

wise expressly provided, whenever in this Act an amend-
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to, or repeal of, a section or other provision, the reference

shall be considered to be made to a section or other provi-

sion of the Internal Revenue Code of 1986

)
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TITLE I—TAX BENEFITS FOR
AREAS AFFECTED BY HURRI-
CANES KATRINA, RITA, AND
WILMA

Subtitle A—Gulf Opportunity Zone

Benefits

SEC. 101. GULF OPPORTUNITY ZONE BENEFITS.

(a) IN GENERAL.—Chapter 1 is amended by adding
at the end the following new subchapter:
“Subchapter Z—Hurricane Relief Benefits

“Sec. 1400N. Definitions.
“Sec. 14000. Tax benefits for Gulf Opportunity Zone.

“SEC. 1400N. DEFINITIONS.
“For purposes of this subchapter—
“(1) GULF OPPORTUNITY ZONE.—The term
‘Gulf Opportunity Zone’ or ‘GO Zone’ means that

portion of the Hurricane Katrina disaster area de-
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termined by the President to warrant individual or
individual and public assistance from the Federal
Government under the Robert T. Stafford Disaster
Relief and Emergency Assistance Act by reason of
Hurricane Katrina.

“(2) HURRICANE KATRINA DISASTER AREA.—
The term ‘Hurricane Katrina disaster area’ means
an area with respect to which a major disaster has
been declared by the President before September 14,
2005, under section 401 of such Act by reason of
Hurricane Katrina.

“(3) RirA GO ZONE.—The term ‘Rita GO Zone’
means that portion of the Hurricane Rita disaster
arca determined by the President to warrant indi-
vidual or individual and public assistance from the
Federal Government under such Act by reason of
Hurricane Rita.

“(4) HURRICANE RITA DISASTER AREA.—The
term ‘Hurricane Rita disaster area’ means an area
with respect to which a major disaster has been de-
clared by the President before October 6, 2005,
under section 401 of such Act by reason of Hurri-
cane Rita.

“(5) WiLMA GO ZONE.—The term ‘Wilma GO

Zone’ means that portion of the Hurricane Wilma
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disaster area determined by the President to war-
rant individual or individual and public assistance
from the Federal Government under such Act by
reason of Hurricane Wilma.

“(6) HURRICANE WILMA DISASTER AREA.—The
term ‘Hurricane Wilma disaster area’ means an area
with respect to which a major disaster has been de-
clared by the President before October 25, 2005,
under section 401 of such Act by reason of Hurri-
cane Wilma.

“SEC. 14000. TAX BENEFITS FOR GULF OPPORTUNITY
ZONE.
“(a) SPECIAL ALLOWANCE FOR CERTAIN PROPERTY
ACQUIRED AFTER AUGUST 27, 2005.—

“(1) ADDITIONAL ALLOWANCE.—In the case of
any qualified Gulf Opportunity Zone property—

“(A) the depreciation deduction provided
by section 167(a) for the taxable year in which
such property is placed in service shall include
an allowance equal to 50 percent of the ad-
justed basis of such property, and

“(B) the adjusted basis of the qualified
Gulf Opportunity Zone property shall be re-
duced by the amount of such deduction before

computing the amount otherwise allowable as a
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depreciation deduction under this chapter for

such taxable year and any subsequent taxable

year.

“(2) QUALIFIED GULF OPPORTUNITY ZONE
PROPERTY.—For purposes of this subsection—

“(A) IN GENERAL.—The term ‘qualified
Gulf Opportunity Zone property’ means prop-
erty—

“(1)(I) which 1s deseribed in section
168(k)(2)(A)(1), or

“(II) which 1s nonresidential real
property or residential rental property,

“(11) substantially all of the use of
which is in the Gulf Opportunity Zone and
18 1n the active conduct of a trade or busi-
ness by the taxpayer in such Zone,

“(i11) the original use of which in the
Gulf Opportunity Zone commences with
the taxpayer after August 27, 2005,

“(iv) which is acquired by the tax-
payer by purchase (as defined in section
179(d)) after August 27, 2005, but only if
no written binding contract for the acquisi-
tion was in effect before August 28, 2005,

and
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“(v) which is placed in service by the

taxpayer on or before the termination date.
The term ‘termination date’ means December
31, 2007 (December 31, 2008, in the case of
nonresidential real property and residential
rental property).

“(B) EXCEPTIONS.—

“(1)  ALTERNATIVE DEPRECIATION
PROPERTY.—The term ‘qualified Gulf Op-
portunity Zone property’ shall not include
any  property  described in  section
168(k)(2)(D)(1).

“(11) TAX-EXEMPT BOND-FINANCED
PROPERTY.—Such term shall not include
any property any portion of which is fi-
nanced with the proceeds of any obligation
the interest on which is exempt from tax
under section 103.

“(111)  QUALIFIED  REVITALIZATION

BUILDINGS.—Such term shall not include

any qualified revitalization building with
respect to which the taxpayer has elected
the application of paragraph (1) or (2) of

section 14001(a).
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“(iv) ELECTION ouT.—For purposes
of this subsection, rules similar to the rules

of section 168(k)(2)(D)(ii1) shall apply.

“(C) SPECIAL RULES.—For purposes of

this subsection, rules similar to the rules of sec-

tion

168(k)(2)(E) shall apply, except that—

“(1) clause (1) thereof shall be applied
by substituting ‘after August 27, 2005,
and before the termination date (as de-
fined in section 14000(a)(2))” for ‘after
September 10, 2001, and before January
1, 2005,

“(11) clauses (i1), (ii1), and (iv) thereof
shall be applied by substituting ‘August
27, 2005 for ‘September 10, 2001’ each
place it appears, and

“(i1) clause (iv) thereof shall be ap-
plied by substituting ‘qualified Gulf Oppor-
tunity Zone property’ for ‘qualified prop-
erty’.

“(D) ALLOWANCE AGAINST ALTERNATIVE

MINIMUM TAX.—For purposes of this sub-

section, rules similar to the rules of section

168(k)(2)(G) shall apply.
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“(3) RECAPTURE.—For purposes of this sub-
section, rules similar to the rules under section
179(d)(10) shall apply with respect to any qualified
sulf Opportunity Zone property which ceases to be
qualified Gulf Opportunity Zone property.
“(b) INCREASE IN EXPENSING UNDER SECTION

179.—

“(1) IN GENERAL.—For purposes of section
179—

“(A) the $100,000 amount in section
179(b)(1) for the taxable year shall be in-
creased by the lesser of—

“(i) $100,000, or
“(i1) the cost of section 179 property

(as defined in section 179(d)) which 1s

qualified Gulf Opportunity Zone property

placed in service during the taxable year,
and

“(B) the $400,000 amount in section
179(b)(2) for the taxable year shall be in-
creased by the lesser of—

“(1) $600,000, or
“(i1) the cost of section 179 property

(as so defined) which is qualified Gulf Op-
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portunity Zone property placed in service
during the taxable year.

“(2) QUALIFIED GULF OPPORTUNITY ZONE
PROPERTY.—For purposes of this subsection, the
term ‘qualified Gulf Opportunity Zone property’ has
the meaning given such term by subsection (a)(2).

“(3) COORDINATION WITH EMPOWERMENT

ZONES AND RENEWAL COMMUNITIES.

For purposes
of sections 1397A and 1400.J, qualified Gulf Oppor-
tunity Zone property shall not be treated as quali-
fied zone property or qualified renewal property for
any taxable year, unless the taxpayer elects not to
have this subsection apply to all such qualified Gulf
Opportunity Zone property placed in service by the
taxpayer during the taxable year.

“(4) RECAPTURE.—Rules similar to the rules
under section 179(d)(10) shall apply with respect to
any qualified Gulf Opportunity Zone property which
ceases to be Gulf Opportunity Zone property.

“(¢) TAX-EXEMPT BOND FINANCING.—

“(1) IN GENERAL.—For purposes of this title,
any qualified Gulf Opportunity Zone Bond shall be
treated as a qualified bond.

“(2) QUALIFIED GULF OPPORTUNITY ZONE

BOND.—For purposes of this subsection, the term
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‘qualified Gulf Opportunity Zone Bond’ means any
bond issued as part of an issue if—

“(A) except as provided in paragraph (4),
such bond meets the applicable requirements of
part IV of subchapter B of this chapter,

“(B) such bond is issued by the State of
Alabama, Louisiana, or Mississippl (or any po-
litical subdivision thereof),

“(C) the Governor of such State designates
such bond for purposes of this section, and

“(D) such bond 1s issued after the date of
the enactment of this section and before Janu-
ary 1, 2011.

“(3) LIMITATION ON AGGREGATE AMOUNT OF
BONDS DESIGNATED.—The maximum aggregate face
amount of bonds which may be designated under
this subsection shall not exceed the product of
$2,500 multiplied by the portion of the State popu-
lation which is in the Gulf Opportunity Zone (as de-
termined on the basis of the most recent census esti-
mate of resident population released by the Bureau
of Census before August 28, 2005).

“(4) SPECIAL RULES.

In applying this title to
any qualified Gulf Opportunity Zone Bond, the fol-

lowing modifications shall apply:
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“(A) Section 143 (relating to mortgage
revenue bonds: qualified mortgage bond and
qualified veterans’ mortgage bond) shall be ap-
plied—

“(1) by treating any residence in the
Gulf Opportunity Zone as a targeted area
residence,

“(1) by applying subsection (f)(3)
without regard to subparagraph (A) there-
of, and

“(ii1) by substituting ‘$150,000” for
‘$15,000" in subsection (k)(4) thereof.

“(B) Section 146 (relating to volume cap)
shall not apply.

“(C) Section 57(a)(5) shall not apply.

“(5) SEPARATE ISSUE TREATMENT OF POR-
TIONS OF AN ISSUE.—This subsection shall not
apply to the portion of an issue which (if issued as
a separate issue) would be treated as a qualified
bond or as a bond that is not a private activity bond
(determined without regard to paragraph (1)), if the
issuer elects to so treat such portion.

“(d) ADVANCE REFUNDINGS OF CERTAIN TAX-EX-

EMPT BONDS.—

*S 2020 PCS



O o0 N N Bk W =

| \O JEE \© R O R O I O B e e e e e T e e e
A LW PO = O VWV 0 N O wn R~ WD = O

15

“(1) IN GENERAL.—With respect to a bond de-
seribed in paragraph (2) issued as part of an issue
90 percent (95 percent in the case of a bond de-
scribed in paragraph (2)(B)) or more of the net pro-
ceeds (as defined in section 150(a)(3)) of which were
used to finance facilities located within the Gulf Op-
portunity Zone (or property which is functionally re-
lated and subordinate to facilities located within the
Gulf Opportunity Zone), one additional advanced re-
funding after the date of the enactment of this sec-
tion and before January 1, 2007, shall be allowed
under the applicable rules of section 149(d) if—

“(A) the chief executive officer of the
issuer of the bond designates the advance re-
funding bond for purposes of this subsection,
and

“(B) the requirements of paragraph (3)
are met.

“(2) BONDS DESCRIBED.—A bond is described
in this paragraph if such bond was outstanding on
August 27, 2005, and is—

“(A) a State or local bond (as defined in
section 103(¢)(1)) other than a private activity

bond (as defined in section 141(a)) issued by
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the State of Alabama, Liouisiana, or Mississippi

(or any political subdivision thereof), or

“(B) a qualified 501(c¢)(3) bond (as de-
fined in section 145(a)) issued by or on behalf
of any such State or political subdivision.

“(3) ADDITIONAL REQUIREMENTS.—The re-
quirements of this paragraph are met with respect
to any advance refunding of a bond described in
paragraph (2) if—

“(A) no advance refundings of such bond
would be allowed under any provision of law
after August 27, 2005,

“(B) the advance refunding bond is the
only other outstanding bond with respect to the
refunded bond, and

“(C) the requirements of section 148 are
met with respect to all bonds issued under this
subsection.

“(e) Low-INcoME HOUSING CREDIT.—

“(1) INCREASE IN STATE HOUSING CREDIT
CEILING.—

“(A) IN GENERAL.—In the case of the
State of Alabama, Louisiana, or Mississippi—

“(1) the amount otherwise determined

under subclause (I) of section
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42(h)(3)(C)(ii) for each calendar year be-
einning after 2005 and before 2010 shall
be increased by an amount equal to 3
times the dollar amount otherwise specified
for such calendar year under such sub-
clause multiplied by the State population
located in the Gulf Opportunity Zone (as
determined on the basis of the most recent
census estimate of resident population re-
leased by the Bureau of Census before Au-
oust 28, 2005), and

“(i1) the unused State housing credit
ceiling for such State for any calendar year
under section 42(h)(3)(C)(i) shall be deter-
mined without regard to the amount of the
mmerease determined under clause (1).

“(B) ELECTIVE CARRYFORWARD OF UN-

USED INCREASED CEILING.—

*S 2020 PCS
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State, such State may elect to treat as a
carryforward to the following calendar year
an amount equal to lesser of—
“(I) the amount of such excess,
or
“(ITI) the amount by which the
amount determined under section
42(h)(3)(C)(1)(I) for such calendar
yvear was Increased under subpara-

graph (A)(1)).

“(i1) USE OF CARRYFORWARD.—If
any State elects a carryforward under
clause (1), any housing credit dollar
amount allocated by such State during the
calendar year following the calendar year
in which the carryforward arose shall not
be considered so allocated for purposes of
section 42(h)(3)(C) and section
42(h)(3)(D) to the extent such housing
credit dollar amount does not exceed the

amount of the carryforward elected.

“(2) DIFFICULT DEVELOPMENT AREA.—

“(A) IN GENERAL.—For purposes of sec-

tion 42—
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“(i) in the case of property placed in
service during 2006, 2007, or 2008, the
Gulf Opportunity Zone—

“(I) shall be treated as a difficult
development area designated under
subclause (I) of section
42(d)(5)(C)(iii), and

“(II) shall not be taken into ac-
count for purposes of applying the
limitation under subeclause (II) of such
section, and
“(11) subsection (b)(2)(B) thereof shall

be applied with respect to any such prop-
erty placed in service in the Gulf Oppor-
tunity Zone by substituting ‘91 percent’
and ‘39 percent’ for ‘70 percent’ and ‘30
percent’, respectively.

“(B) APPLICATION.—Subparagraph (A)

shall apply only to—

*S 2020 PCS
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(1) of section 42(h) does not apply to any
building by reason of paragraph (4) there-
of, but only with respect to bonds issued
after December 31, 2005.

“(f) TREATMENT OF REPRESENTATIONS REGARDING
INCOME ELIGIBILITY FOR PURPOSES OF QUALIFIED RES-
IDENTIAL RENTAL PROJECT REQUIREMENTS.—For pur-
poses of determining if any residential rental project meets
the requirements of section 142(d)(1) and if any certifi-
cation with respect to such project meets the requirements
under section 142(d)(7), the operator of the project may
rely on the representations of any individual applying for
tenancy in such project that such individual’s income will
not exceed the applicable income limits of section
142(d)(1) upon commencement of the individual’s tenancy
if such tenancy begins during the 6-month period begin-
ning on and after the date such individual was displaced
by reason of Hurricane Katrina.

“(2) APPLICATION OF NEW MARKETS TAX CREDIT
TO INVESTMENTS IN COMMUNITY DEVELOPMENT KENTI-
TIES SERVING GULF OPPORTUNITY ZONE.—For purposes
of section 45D—

“(1) a qualified community development entity
shall be eligible for an allocation under subsection

(f)(2) thereof of the increase in the new markets tax
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credit limitation described in paragraph (2) only if
a significant mission of such entity is the recovery
and redevelopment of the Gulf Opportunity Zone,
“(2) the new markets tax credit limitation oth-
erwise determined under subsection (f)(1) thereof
shall be increased by an amount equal to—

“(A) $300,000,000 for 2005 and 2006, to
be allocated among qualified community devel-
opment entities to make qualified low-income
community investments within the Gulf Oppor-
tunity Zone, and

“(B) $400,000,000 for 2007, to be so allo-
cated, and
“(3) subsection (f)(3) thereof shall be applied

separately with respect to the amount of the increase

under paragraph (2).

“(h) TREATMENT OF NET OPERATING LOSSES AT-

TRIBUTABLE TO GULF OPPORTUNITY ZONE LOSSES.—

“(1) IN GENERAL.—If a portion of any net op-

erating loss of the taxpayer for any taxable year is

a qualified Gulf Opportunity Zone loss, the following

rules shall apply:

“(A) EXTENSION OF CARRYBACK PE-
RIOD.—Section 172(b)(1) shall be applied with

respect to such portion—
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“(i) by substituting ‘5 taxable years’
for ‘2 taxable years’ in subparagraph

(A)(1), and

“(i1) by not taking such portion into
account in determining any eligible loss of
the taxpayer under subparagraph (') for
the taxable year.

“(B) SUSPENSION OF 90 PERCENT AMT
LIMITATION.—Section 56(d)(1) shall be applied
by increasing the amount determined under
subparagraph (A)(@i)(I) thereof by the sum of
the carrybacks and carryovers of any net oper-
ating loss attributable to such portion.

“(2) QUALIFIED GULF OPPORTUNITY ZONE

LOsS.—For purposes of paragraph (1), the term
‘qualified Gulf Opportunity Zone loss’ means the
lesser of—
“(A) the amount of the net operating loss
for the taxable year, or
“(B) the ageregate amount of the fol-
lowing deductions for such taxable year:
“(1) Any deduction for any qualified
Gulf Opportunity Zone casualty loss.
“(i1) Any deduction for moving ex-

penses paid or incurred after August 27,
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2005, and before January 1, 2008, and al-

lowable under this chapter to any taxpayer
in connection with the employment of any
individual—
“(I) whose principal place of
abode was located in the Gulf Oppor-
tunity Zone before August 28, 2005,
“(II) who was unable to remain
in such abode as the result of Hurri-
cane Katrina, and
“(III) whose principal place of
employment with the taxpayer after
such expense is located in the Gulf
Opportunity Zone.
For purposes of this clause, the term ‘mov-
ing expenses’ has the meaning given such
term by section 217(b), except that the
taxpayer’s former residence and new resi-
dence may be the same residence if the ini-
tial vacating of the residence was as the
result of Hurricane Katrina.

“(111) Any deduction for expenses paid
or incurred after August 27, 2005, and be-
fore January 1, 2008, and allowable under

this chapter to temporarily house any em-
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ployee of the taxpayer whose principal
place of employment is in the Gulf Oppor-
tunity Zone.

“(iv) Any deduction for depreciation
(or amortization in lieu of depreciation) al-
lowable under this chapter with respect to
any qualified Gulf Opportunity Zone prop-
erty (as defined in subsection (a)(2)) for
the taxable year such property is placed in
service.

“(v) Any deduction for repair ex-
penses (including expenses for removal of
debris) allowable under this chapter paid
or incurred after August 27, 2005, and be-
fore January 1, 2008, with respect to any
damage attributable to Hurricane Katrina
and in connection with property which is
located in the Gulf Opportunity Zone.

QUALIFIED GULF OPPORTUNITY ZONE

“(A) IN GENERAL.—For purposes of para-

oraph (2)(B)(1), the term ‘qualified Gulf Oppor-

tunity Zone casualty loss’ means any uncom-

pensated section 1231 loss (as defined in sec-
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tion 1231(a)(3)(B)) of property located in the
Gulf Opportunity Zone if—

“(1) such loss is allowed as a deduc-
tion under section 165 for the taxable
year, and

“(11) such loss 1s attributable to Hur-
ricane Katrina.

“(B) REDUCTION FOR GAINS FROM INVOL-
UNTARY CONVERSION.—The amount of quali-
fied Gulf Opportunity Zone casualty loss which
would (but for this subparagraph) be taken into
account under subparagraph (A) for any tax-
able year shall be reduced by the amount of any
cain recognized by the taxpayer for such year
from the involuntary conversion by reason of
Hurricane Katrina of property located in the
Gulf Opportunity Zone.

“(C) COORDINATION WITH GENERAL DIS-
ASTER LOSS RULES.—Subsection (j) and section
165(1) shall not apply to any qualified Gulf Op-
portunity Zone casualty loss to the extent such

loss 1s taken into account under this subsection.

“(4) SPECIAL RULES.—For purposes of para-

eraph (1), rules similar to the rules of paragraphs
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(2) and (3) of section 172(1) shall apply with respect
to such portion.
“(1) TREATMENT OF PuBrLic UTILITY PROPERTY
DISASTER LOSSES.—

“(1) IN GENERAL.—Upon the election of the
taxpayer, in the case of any eligible public utility
property loss—

“(A) section 165(i) shall be applied by sub-
stituting ‘the fifth taxable year immediately
preceding’ for ‘the taxable year immediately
preceding’,

“(B) an application for a tentative
carryback adjustment of the tax for any prior
taxable year affected by the application of sub-
paragraph (A) may be made under section
6411, and

“(C) section 6611 shall not apply to any
overpayment attributable to such loss.

“(2) ELIGIBLE PUBLIC UTILITY PROPERTY

LOsS.—For purposes of this subsection—

“(A) IN GENERAL.—The term ‘eligible
public utility property loss’ means any loss with
respect to public utility property located in the
Gulf Opportunity Zone and attributable to Hur-

ricane Katrina.
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“(B) PuBLIC UTILITY PROPERTY.—The
term ‘public utility property’ has the meaning
oiven such term by section 168(i)(10) without
regard to the matter following subparagraph
(D) thereof.

“(3) WAIVER OF LIMITATIONS.—If refund or

credit of any overpayment of tax resulting from the
application of paragraph (1) is prevented at any
time before the close of the 1-year period beginning
on the date of the enactment of this section by the
operation of any law or rule of law (including res ju-
dicata), such refund or credit may nevertheless be
made or allowed if claim therefor is filed before the
close of such period.

“(j) SPECIAL RULE FOR GULF OPPORTUNITY ZONE

PuBLic UtiniTy CASUALTY LOSSES.—

“(1) IN GENERAL.—The amount described in
section 172(f)(1)(A) for any taxable year shall be in-
creased by the amount of the Gulf Opportunity Zone
public utility casualty loss for such year.

“(2) GULF OPPORTUNITY ZONE PUBLIC UTIL-

ITY CASUALTY LOSS.

For purposes of this sub-
section, the term ‘Gulf Opportunity Zone public util-

ity casualty loss’ means any casualty loss of public
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utility property (as defined in section 168(1)(10)) lo-
cated in the Gulf Opportunity Zone if—
“(A) such loss 1s allowed as a deduction
under section 165 for the taxable year,
“(B) such loss 1s attributable to Hurricane

Katrina, and

“(C) the taxpayer elects the application of
this subsection with respect to such loss.

“(3) REDUCTION FOR GAINS FROM INVOLUN-
TARY CONVERSION.—The amount of Gulf Oppor-
tunity Zone public utility casualty loss which would
(but for this paragraph) be taken into account under
paragraph (1) for any taxable year shall be reduced
by the amount of any gain recognized by the tax-
payer for such year from the involuntary conversion
by reason of Hurricane Katrina of public utility
property (as so defined) located in the Gulf Oppor-
tunity Zone.

“(4) COORDINATION WITH GENERAL DISASTER

LOSS RULES.—Subsection (h) and section 165(1)

shall not apply to any Gulf Opportunity Zone public
utility casualty loss to the extent such loss is taken
into account under paragraph (1).

“(5) ELECTION.—Any election under paragraph

(2)(C) shall be made in such manner as may be pre-
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| seribed by the Secretary and shall be made by the
2 due date (including extensions of time) for filing the
3 taxpayer’s return for the taxable year of the loss.
4 Such election, once made for any taxable year, shall
5 be irrevocable for such taxable year.

6 “(k) SPECIAL RULES FOR SMALL TIMBER PRO-
7 DUCERS.

8 “(1) INCREASED EXPENSING FOR QUALIFIED
9 TIMBER PROPERTY.—In the case of qualified timber
10 property any portion of which is located in the Gulf
11 Opportunity Zone, in that portion of the Rita GO
12 Zone which is not part of the Gulf Opportunity
13 Zone, or in the Wilma GO Zone, the limitation
14 under subparagraph (B) of section 194(b)(1) shall
15 be increased by the lesser of—

16 “(A) the limitation which would (but for
17 this subsection) apply under such subpara-
18 oraph, or

19 “(B) the amount of reforestation expendi-
20 tures (as defined in section 194(c¢)(3)) paid or
21 incurred by the taxpayer with respect to such
22 qualified timber property during the specified
23 portion of the taxable year.
24 “(2) 5 YEAR NOL CARRYBACK OF CERTAIN TIM-
25 BER LOSSES.—For purposes of determining farming
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loss under section 172(1), income and deductions
which are allocable to the specified portion of the
taxable year and which are attributable to qualified
timber property any portion of which is located in
the Gulf Opportunity Zone, in that portion of the
Rita GO Zone which is not part of the Gulf Oppor-
tunity Zone, or in the Wilma GO Zone shall be
treated as attributable to farming businesses.

“(3) RULES NOT APPLICABLE TO CERTAIN EN-

TITIES.—Paragraphs (1) and (2) shall not apply to
any taxpayer which—
“(A) is a corporation the stock of which is
publicly traded on an established securities
market, or

“(B) 1s a real estate investment trust.

“(4) RULES NOT APPLICABLE TO LARGE TIM-

BER PRODUCERS.—Paragraphs (1) and (2) shall not
apply with respect to any qualified timber property
unless—

“(A) such property was held by the tax-

payer

“(1) on August 28, 2005, in the case
of qualified timber property any portion of
which is located in the Gulf Opportunity

Zione,
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“(11) on September 23, 2005, in the
case of qualified timber property (other
than property described in subclause (1))
any portion of which is located in that por-
tion of the Rita GO Zone which is not part
of the Gulf Opportunity Zone, or

“(111) on October 23, 2005, in the case
of qualified timber property (other than
property described in subclause (I) or (II))
any portion of which 1s located in the
Wilma GO Zone, and
“(B) such taxpayer held not more than

500 acres of qualified timber property on such
date.
“(5) DEFINITIONS.—For purposes of this sub-
section—
“(A) SPECIFIED PORTION.—The term
‘specified portion” means—

“(1) in the case of qualified timber
property located in the Gulf Opportunity
Zone, that portion of the taxable year
which is on or after August 28, 2005, and
before January 1, 2007,

“@1) in the case of qualified timber

property located in the Rita GO Zone and
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no part of which is located in the Gulf Op-
portunity Zone, that portion of the taxable
year which is on or after September 23,
2005, and before January 1, 2007, and
“(1) in the case of qualified timber
property located in the Wilma GO Zone,
that portion of the taxable year which is on
or after October 23, 2005, and before Jan-
uary 1, 2007.
“(B) QUALIFIED TIMBER PROPERTY.—The
term ‘qualified timber property’ has the mean-
ing given such term in section 194(¢)(1).

“(1) EXPENSING FOR CERTAIN DEMOLITION AND

“(1) IN GENERAL.—A taxpayer may elect to
treat 50 percent of any qualified Gulf Opportunity
Zone clean-up cost as an expense which is not
chargeable to capital account. Any cost so treated
shall be allowed as a deduction for the taxable year
in which such cost is paid or incurred.

“(2) GULF OPPORTUNITY ZONE CLEAN-UP
cosT.—For purposes of this subsection, the term
‘Gulf Opportunity Zone clean-up cost’ means any
amount paid or incurred during the period beginning

on August 28, 2005, and ending on December 31,
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2007, for the removal of debris from, or the demoli-
tion of structures on, real property which is located
in the Gulf Opportunity Zone and which is—

“(A) held by the taxpayer for use in a
trade or business or for the production of in-
come, or

“(B) property deseribed in  section
1221(a)(1) in the hands of the taxpayer.

For purposes of the preceding sentence, amounts
paid or incurred shall be taken into account only to
the extent that such amount would (but for para-
oraph (1)) be chargeable to capital account.

“(m) EXTENSION OF EXPENSING FOR ENVIRON-

MENTAL REMEDIATION COSTS.

With respect to any
qualified environmental remediation expenditure (as de-
fined n section 198(b)) paid or incurred on or after Au-
oust 28, 2005, in connection with a qualified contaminated
site located in the Gulf Opportunity Zone, section 198 (re-
lating to expensing of environmental remediation costs)
shall be applied—
“(1) by substituting ‘December 31, 2007 for
‘December 31, 2006’ in subsection (h) thereof, and
“(2) except as provided in section 198(d)(2), by
treating petroleum products (as defined in section

4612(a)(3)) as a hazardous substance.
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“(n) GULF OPPORTUNITY ZONE.—For purposes of
this section, the term ‘Gulf Opportunity Zone’ means an
area—

“(1) with respect to which a major disaster has
been declared by the President under section 401 of
the Robert T. Stafford Disaster Relief and Emer-
oency Assistance Act as a result of IHurricane
Katrina, and

“(2) which is determined by the President to
warrant individual assistance, or individual and pub-
lic assistance, from the Federal Government under
such Act.”

The table of sub-

(b) CLERICAL AMENDMENTS.
chapters for chapter 1 is amended by adding at the end

the following new item:

“SUBCHAPTER Z—HURRICANE RELIEF BENEFITS.”.
SEC. 102. EXPANSION OF HOPE SCHOLARSHIP AND LIFE-
TIME LEARNING CREDIT FOR STUDENTS IN
THE GULF OPPORTUNITY ZONE.

In the case of an individual who attends an eligible
educational institution (as defined in section 25A(f)(2) of
the Internal Revenue Code of 1986) located in the Gulf
Opportunity Zone (as defined in section 1400N(1) of such
Code) for any taxable year beginning during 2005 or

2006—
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(1) in applying section 25A of the Internal Rev-
enue Code of 1986, the term “‘qualified tuition and
related expenses” shall include any costs which are
qualified higher education expenses (as defined in
section 529(e)(3) of such Code),

(2) each of the dollar amounts in effect under
of subparagraphs (A) and (B) of section 25A(b)(1)
of such Code shall be twice the amount otherwise in
effect before the application of this subsection, and

(3) section 25A(c)(1) of such Code shall be ap-
plied by substituting “40 percent” for “20 percent’.

SEC. 103. EXTENSION OF SPECIAL RULES FOR MORTGAGE
REVENUE BONDS.
Section 404(d) of the Katrina Emergency Tax Relief
Act of 2005 is amended by striking “December 31, 2007
and inserting “‘December 31, 2010,
Subtitle B—Tax Benefits Related to
Hurricanes Rita and Wilma
SEC. 111. EXTENSION OF CERTAIN EMERGENCY TAX RE-
LIEF FOR HURRICANE KATRINA TO HURRI-
CANES RITA AND WILMA.
(a) IN GENERAL.—Subchapter 7 of chapter 1, as
added by this Act, is amended by adding at the end the

following new sections:
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“SEC. 1400P. SPECIAL RULES FOR MORTGAGE REVENUE
BONDS.

“(a) IN GENERAL.—In the case of financing provided
with respect to residences in the GO Zone, the Rita GO
Zone, or the Wilma GO Zone, section 143 shall be ap-
plied—

“(1) by treating any residence in the GO Zone,
the Rita GO Zone, or the Wilma GO Zone as a tar-
oeted area residence,

“(2) by applying subsection (f)(3) without re-
card to subparagraph (A) thereof, and

“(3) by substituting ‘$150,000" for ‘$15,000” in
subsection (k)(4) thereof.

“(b) APPLICATION.—Subsection (a) shall not apply
to financing provided after December 31, 2010.

“SEC. . SPECIAL RULES FOR USE OF RETIREMENT FUNDS.

“(a) TAX-FAVORED WITHDRAWALS FROM RETIRE-

MENT PLANS.

“(1) IN GENERAL.—Section 72(t) shall not
apply to any qualified hurricane distribution.
“(2) AGGREGATE DOLLAR LIMITATION.—
“(A) IN GENERAL.—For purposes of this
subsection, the aggregate amount of distribu-
tions received by an individual which may be

treated as qualified hurricane distributions for
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any taxable year shall not exceed the excess (if
any) of—
“(1) $100,000, over
“(i1) the aggregate amounts treated as
qualified hurricane distributions received
by such individual for all prior taxable
years.

“(B) TREATMENT OF PLAN DISTRIBU-
TIONS.—If a distribution to an individual would
(without regard to subparagraph (A)) be a
qualified hurricane distribution, a plan shall not
be treated as violating any requirement of this
title merely because the plan treats such dis-
tribution as a qualified hurricane distribution,
unless the aggregate amount of such distribu-
tions from all plans maintained by the employer
(and any member of any controlled group which
includes the employer) to such individual ex-
ceeds $100,000.

“(C) CONTROLLED GROUP.—For purposes
of subparagraph (B), the term ‘controlled
oroup’ means any group treated as a single em-
ployer under subsection (b), (¢), (m), or (o) of
section 414.

“(3) AMOUNT DISTRIBUTED MAY BE REPAID.—
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“(A) IN GENERAL.—Any individual who
receives a qualified hurricane distribution may,
at any time during the 3-year period beginning
on the day after the date on which such dis-
tribution was received, make one or more con-
tributions in an aggregate amount not to exceed
the amount of such distribution to an eligible
retirement plan of which such individual is a
beneficiary and to which a rollover contribution
of such distribution could be made under sec-
tion 402(¢), 403(a)(4), 403(b)(8), 408(d)(3), or
457(e)(16), as the case may be.

“(B) TREATMENT OF REPAYMENTS OF

DISTRIBUTIONS FROM ELIGIBLE RETIREMENT

PLANS OTHER THAN IRAS.

For purposes of
this title, if a contribution is made pursuant to
subparagraph (A) with respect to a qualified
hurricane distribution from an eligible retire-
ment plan other than an individual retirement
plan, then the taxpayer shall, to the extent of
the amount of the contribution, be treated as
having received the qualified hurricane distribu-
tion in an eligible rollover distribution (as de-
fined in section 402(c¢)(4)) and as having trans-

ferred the amount to the eligible retirement
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plan in a direct trustee to trustee transfer with-
in 60 days of the distribution.

“(C) TREATMENT OF REPAYMENTS FOR
DISTRIBUTIONS FROM IRAS.—For purposes of
this title, if a contribution is made pursuant to
subparagraph (A) with respect to a qualified
hurricane distribution from an individual retire-
ment plan (as defined by section 7701(a)(37)),
then, to the extent of the amount of the con-
tribution, the qualified hurricane distribution
shall be treated as a distribution described in
section 408(d)(3) and as having been trans-
ferred to the eligible retirement plan in a direct
trustee to trustee transfer within 60 days of the
distribution.

“(4) DEFINITIONS.—For purposes of this sub-

section—

“(A) QUALIFIED HURRICANE DISTRIBU-
TION.—Except as provided in paragraph (2),
the term ‘qualified hurricane distribution’
means—

“(i) any distribution from an eligible
retirement plan made on or after August

25, 2005, and before January 1, 2007, to

an individual whose principal place of
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abode on August 28, 2005, is located in
the Hurricane Katrina disaster area and
who has sustained an economic loss by rea-
son of Iurricane Katrina,

“(i1) any distribution (which is not de-
seribed in clause (i)) from an eligible re-
tirement plan made on or after September
23, 2005, and before January 1, 2007, to
an 1ndividual whose principal place of
abode on September 23, 2005, is located in
the Hurricane Rita disaster area and who
has sustained an economic loss by reason
of Hurricane Rita, and

“(1) any distribution (which is not
described in clause (i) or (i1)) from an eli-
eible retirement plan made on or after Oc-
tober 23, 2005, and before January 1,
2007, to an individual whose principal
place of abode on October 23, 2005, is lo-
cated in the Iurricane Wilma disaster
area and who has sustained an economic
loss by reason of Hurricane Wilma.

“(B) ELIGIBLE RETIREMENT PLAN.—The

term ‘eligible retirement plan’ shall have the
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meaning  given  such  term by  section
402(c)(8)(B).

“(5) INCOME INCLUSION SPREAD OVER 3-YEAR

PERIOD.—

“(A) IN GENERAL.—In the case of any
qualified hurricane distribution, unless the tax-
payer elects not to have this paragraph apply
for any taxable year, any amount required to be
included in gross income for such taxable year
shall be so included ratably over the 3-taxable
year period beginning with such taxable year.

“(B) SPECIAL RULE.—For purposes of
subparagraph (A), rules similar to the rules of
subparagraph (E) of section 408A(d)(3) shall
apply.

“(6) SPECIAL RULES.—

“(A) EXEMPTION OF DISTRIBUTIONS FROM
TRUSTEE TO TRUSTEE TRANSFER AND WITH-
HOLDING RULES.—For purposes of sections
401(a)(31), 402(f), and 3405, qualified hurri-
cane distributions shall not be treated as eligi-
ble rollover distributions.

“(B) QUALIFIED HURRICANE DISTRIBU-

TIONS TREATED AS MEETING PLAN DISTRIBU-

TION REQUIREMENTS.—For purposes this title,
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a qualified hurricane distribution shall be treat-
ed as meeting the requirements of sections
401(k)(2)(B)(1), 403(b)(7)(A)(11), 403(b)(11),
and 457(d)(1)(A).

RECONTRIBUTIONS OF WITHDRAWALS FOR

HOME PURCHASES.—

“(1) RECONTRIBUTIONS.—

“(A) IN GENERAL.—Any individual who
received a qualified distribution may, during the
applicable period, make one or more contribu-
tions in an ageregate amount not to exceed the
amount of such qualified distribution to an eli-
oible retirement plan (as defined in section
402(¢)(8)(B)) of which such individual is a ben-
eficiary and to which a rollover contribution of
such distribution could be made under section
402(c), 403(a)(4), 403(b)(8), or 408(d)(3), as

the case may be.

“(B) TREATMENT OF REPAYMENTS.
Rules similar to the rules of subparagraphs (B)
and (C) of subsection (a)(3) shall apply for pur-
poses of this subsection.

“(2) QUALIFIED DISTRIBUTION.—KFor purposes

of this subsection—

*S 2020 PCS



O o0 N N Bk W =

[\© TN NG I N T NG I NG N NS R N e T e e T e T e e T
[ B NG U N N = = N R - BN B o) W ) TR ~S O IR NO R e

43

“(A) IN GENERAL.—The term ‘qualified
distribution” means any qualified Katrina dis-
tribution, any qualified Rita distribution, and
any qualified Wilma distribution.

“(B) QUALIFIED KATRINA DISTRIBU-
TION.—The term ‘qualified Katrina distribu-
tion” means any distribution—

“(1) described n section
401(k)(2)(B)(1)(IV), 403(b)(7)(A)(ii) (but
only to the extent such distribution relates
to financial hardship), 403(b)(11)(B), or
72(6)(2)(F),

“(1) received after February 28,
2005, and before August 29, 2005, and

“(111) which was to be used to pur-
chase or construct a principal residence in
the Hurricane Katrina disaster area, but
which was not so purchased or constructed
on account of Hurricane Katrina.

“(C) QUALIFIED RITA DISTRIBUTION.—
The term ‘qualified Rita distribution’ means
any distribution (other than a qualified Katrina
distribution)—

“(1) described n section

401(k)(2)(B)(1)(AV), 403(b)(7)(A)(i) (but
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only to the extent such distribution relates
to financial hardship), 403(b)(11)(B), or
72(6)(2)(F),

“(i1) received after February 28,
2005, and before September 24, 2005, and

“(i11) which was to be used to pur-
chase or construct a principal residence in
the Hurricane Rita disaster area, but
which was not so purchased or constructed
on account of Hurricane Rita.

“(D) QUALIFIED WILMA DISTRIBUTION.—

The term ‘qualified Wilma distribution’” means

any distribution (other than a qualified Katrina

distribution or a qualified Rita distribution)—

*S 2020 PCS

“(1) described n section
401(k)(2)(B)(1)AV), 403(0)(7)(A) (1) (but
only to the extent such distribution relates
to financial hardship), 403(b)(11)(B), or
72(0)(2)(F),

“(1) received after February 28,
2005, and before October 24, 2005, and

“(i11) which was to be used to pur-
chase or construct a principal residence in

the Hurricane Wilma disaster area, but
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which was not so purchased or constructed

on account of Hurricane Wilma.
“(3) APPLICABLE PERIOD.—For purposes of

this subsection, the term ‘applicable period’ means—

“(A) with respect to any qualified Katrina
distribution, the period beginning on August
25, 2005, and ending on February 28, 2006,

“(B) with respect to any qualified Rita dis-
tribution, the period beginning on September
23, 2005, and ending on February 28, 2006,
and

“(C) with respect to any qualified Wilma
distribution, the period beginning on October

23, 2005, and ending on February 28, 2006.

“(¢) LOANS FROM QUALIFIED PLANS.

“(1) INCREASE IN LIMIT ON LOANS NOT TREAT-

ED AS DISTRIBUTIONS.—In the case of any loan
from a qualified employer plan (as defined under
section 72(p)(4)) to a qualified individual made dur-
ing the applicable period—

“(A) clause (1) of section 72(p)(2)(A) shall
be applied by substituting ‘$100,000” for
‘650,000, and

“(B) clause (ii) of such section shall be ap-

plied by substituting ‘the present value of the
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nonforfeitable accrued benefit of the employee

under the plan’ for ‘one-half of the present

value of the nonforfeitable accrued benefit of

the employee under the plan’.

“(2) DELAY OF REPAYMENT.—In the case of a
qualified individual with an outstanding loan on or
after the qualified beginning date from a qualified

employer plan (as defined in section 72(p)(4))—
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“(A) if the due date pursuant to subpara-
oraph (B) or (C) of section 72(p)(2) for any re-
payment with respect to such loan occurs dur-
ing the period beginning on the qualified begin-
ning date and ending on December 31, 2006,
such due date shall be delayed for 1 year,

“(B) any subsequent repayments with re-
spect to any such loan shall be appropriately
adjusted to reflect the delay in the due date
under paragraph (1) and any interest accruing
during such delay, and

“(C) in determining the 5-year period and
the term of a loan under subparagraph (B) or
(C) of section 72(p)(2), the period described in
subparagraph (A) shall be disregarded.

“(3) QUALIFIED INDIVIDUAL.—For purposes of

this subsection—
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“(A) IN GENERAL.—The term ‘qualified
individual’ means any qualified Hurricane
Katrina individual, any qualified Hurricane
Rita individual, and any qualified IHurricane
Wilma individual.

“(B) QUALIFIED HURRICANE KATRINA IN-
DIVIDUAL.—The term ‘qualified IHurricane
Katrina individual’ means an individual whose
principal place of abode on August 28, 2005, is
located in the Hurricane Katrina disaster area
and who has sustained an economic loss by rea-
son of Hurricane Katrina.

“(C) QUALIFIED HURRICANE RITA INDI-
VIDUAL.—The term ‘qualified Hurricane Rita
individual’ means an individual (other than a
qualified Hurricane Katrina individual) whose
principal place of abode on September 23,
2005, 1s located in the Hurricane Rita disaster
area and who has sustained an economic loss by
reason of Hurricane Rita.

“(D) QUALIFIED HURRICANE WILMA INDI-

VIDUAL.

The term ‘qualified Hurricane Wilma
individual’ means an individual (other than a
qualified Hurricane Katrina individual or a

qualified Hurricane Rita individual) whose prin-
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cipal place of abode on October 23, 2005, is lo-

cated in the Hurricane Wilma disaster area and
who has sustained an economic loss by reason
of Hurricane Wilma.
“(4) APPLICABLE PERIOD; QUALIFIED BEGIN-
NING DATE.—For purposes of this subsection—
“(A) HURRICANE KATRINA.—In the case
of any qualified Hurricane Katrina individual—

(1) the applicable period is the period
beginning on September 24, 2005, and
ending on December 31, 2006, and

“(i1) the qualified beginning date is
August 25, 2005.

“(B) HURRICANE RITA.—In the case of
any qualified Hurricane Rita individual—

“(1) the applicable period is the period
beginning on the date of the enactment of
this subsection and ending on December
31, 2006, and

“(i1) the qualified beginning date is
September 23, 2005.

“(C) HURRICANE WILMA.—In the case of
any qualified Hurricane Wilma individual—

(1) the applicable period is the period

beginning on the date of the enactment of
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this subsection and ending on December
31, 2006, and

“(i1) the qualified beginning date is
October 23, 2005.

“SEC. 1400R. EMPLOYMENT RELIEF.

“(a) EMPLOYEE RETENTION CREDIT FOR EMPLOY-

ERS AFFECTED BY HURRICANE KATRINA.—

“(1) IN GENERAL.—For purposes of section 38,
in the case of an eligible employer, the Hurricane
Katrina employee retention credit for any taxable
year is an amount equal to 40 percent of the quali-
fied wages with respect to each eligible employee of
such employer for such taxable year. For purposes
of the preceding sentence, the amount of qualified
wages which may be taken into account with respect

to any individual shall not exceed $6,000.

“(2) DEFINITIONS.—For purposes of this sub-
section—
“(A) ELIGIBLE EMPLOYER.—The term ‘eli-
oible employer’ means any employer—
“(1) which conducted an active trade
or business on August 28, 2005, in the
Gulf Opportunity Zone, and

“(i1) with respect to whom the trade

or business described in clause (1) 1s nop-
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erable on any day after August 28, 2005,

and before January 1, 2006, as a result of

damage sustained by reason of Hurricane

Katrina.

“(B) EL1GIBLE EMPLOYEE.—The term ‘el-
igible employee’ means with respect to an eligi-
ble employer an employee whose principal place
of employment on August 28, 2005, with such
eligible employer was in the Gulf Opportunity
Zone.

“(C)  QUALIFIED WAGES.—The term

‘qualified wages’ means wages (as defined in
section 51(¢)(1), but without regard to section
3306(b)(2)(B)) paid or incurred by an eligible
employer with respect to an eligible employee on
any day after August 28, 2005, and before Jan-
uary 1, 2006, which occurs during the period—
“(i) beginning on the date on which
the trade or business described in subpara-
oraph (A) first became inoperable at the
principal place of employment of the em-
ployee immediately before  Hurricane
Katrina, and
“(i1) ending on the date on which such

trade or business has resumed significant
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operations at such principal place of em-
ployment.

Such term shall include wages paid without re-
card to whether the employee performs no serv-
ices, performs services at a different place of
employment than such principal place of em-
ployment, or performs services at such principal
place of employment before significant oper-
ations have resumed.

“(3) CERTAIN RULES TO APPLY.—For purposes
of this subsection, rules similar to the rules of sec-
tions 51(i)(1), 52, and 280C(a) shall apply.

“(4) EMPLOYEE NOT TAKEN INTO ACCOUNT
MORE THAN ONCE.—An employee shall not be treat-
ed as an eligible employee for purposes of this sub-
section for any period with respect to any employer
if such employer is allowed a credit under section 51
with respect to such employee for such period.

“(b) EMPLOYEE RETENTION CREDIT FOR EMPLOY-

ERS AFFECTED BY HURRICANE RiTA.—

“(1) IN GENERAL.—For purposes of section 38,
in the case of an eligible employer, the Hurricane
Rita employee retention credit for any taxable year
18 an amount equal to 40 percent of the qualified

wages with respect to each eligible employee of such
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employer for such taxable year. For purposes of the
preceding sentence, the amount of qualified wages
which may be taken into account with respect to any

individual shall not exceed $6,000.

“(2) DEFINITIONS.—For purposes of this sub-
section—

“(A) ELIGIBLE EMPLOYER.—The term ‘eli-
oible employer’ means any employer—

“(1) which conducted an active trade
or business on September 23, 2005, in the

Rita GO Zone, and

“(i1) with respect to whom the trade
or business described in clause (1) 1s nop-

erable on any day after September 23,

2005, and before January 1, 2006, as a re-

sult of damage sustained by reason of

Hurricane Rita.

“(B) ELIGIBLE EMPLOYEE.—The term ‘el-
igible employee’ means with respect to an eligi-
ble employer an employee whose principal place
of employment on September 23, 2005, with
such eligible employer was in the Rita GO
Zone.

“(C)  QUALIFIED WAGES.—The term

‘qualified wages’ means wages (as defined in
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section 51(¢)(1), but without regard to section
3306(b)(2)(B)) paid or incurred by an eligible
employer with respect to an eligible employee on
any day after September 23, 2005, and before
January 1, 2006, which occurs during the pe-
riod—

“(i) beginning on the date on which
the trade or business described in subpara-
oraph (A) first became inoperable at the
principal place of employment of the em-
ployee immediately before Hurricane Rita,
and

“(i1) ending on the date on which such
trade or business has resumed significant
operations at such principal place of em-
ployment.

Such term shall include wages paid without re-
card to whether the employee performs no serv-
ices, performs services at a different place of
employment than such principal place of em-
ployment, or performs services at such principal
place of employment before significant oper-

ations have resumed.
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“(3) CERTAIN RULES TO APPLY.—For purposes
of this subsection, rules similar to the rules of sec-
tions 51(i)(1), 52, and 280C(a) shall apply.

“(4) EMPLOYEE NOT TAKEN INTO ACCOUNT
MORE THAN ONCE.—An employee shall not be treat-
ed as an eligible employee for purposes of this sub-
section for any period with respect to any employer
if such employer is allowed a credit under subsection
(a) or section 51 with respect to such employee for
such period.

“(¢) EMPLOYEE RETENTION CREDIT FOR EMPLOY-

ERS AFFECTED BY HURRICANE WILMA.—

“(1) IN GENERAL.—For purposes of section 38,
in the case of an eligible employer, the Hurricane
Wilma employee retention credit for any taxable year
18 an amount equal to 40 percent of the qualified
wages with respect to each eligible employee of such
employer for such taxable year. For purposes of the
preceding sentence, the amount of qualified wages
which may be taken into account with respect to any
individual shall not exceed $6,000.

“(2) DEFINITIONS.—For purposes of this sub-
section—

“(A) ELIGIBLE EMPLOYER.—The term ‘eli-

oible employer’ means any employer—
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“(1) which conducted an active trade
or business on October 23, 2005, in the

Wilma GO Zone, and

“(11) with respect to whom the trade
or business described in clause (1) 1s inop-

erable on any day after October 23, 2005,

and before January 1, 2006, as a result of

damage sustained by reason of Hurricane

Wilma.

“(B) EL1GIBLE EMPLOYEE.—The term ‘el-
igible employee’” means with respect to an eligi-
ble employer an employee whose principal place
of employment on October 23, 2005, with such
eligible employer was in the Wilma GO Zone.

“(C)  QUALIFIED WAGES.—The term
‘qualified wages’ means wages (as defined in
section 51(¢)(1), but without regard to section
3306(b)(2)(B)) paid or incurred by an eligible
employer with respect to an eligible employee on
any day after October 23, 2005, and before
January 1, 2006, which occurs during the pe-
riod—

“(1) beginning on the date on which
the trade or business described in subpara-

oraph (A) first became inoperable at the
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principal place of employment of the em-
ployee immediately  before  Hurricane
Wilma, and

“(11) ending on the date on which such
trade or business has resumed significant
operations at such principal place of em-
ployment.

Such term shall include wages paid without re-
cgard to whether the employee performs no serv-
ices, performs services at a different place of
employment than such principal place of em-
ployment, or performs services at such principal
place of employment before significant oper-
ations have resumed.

“(3) CERTAIN RULES TO APPLY.—For purposes
of this subsection, rules similar to the rules of sec-
tions 51(1)(1), 52, and 280C(a) shall apply.

“(4) EMPLOYEE NOT TAKEN INTO ACCOUNT
MORE THAN ONCE.—An employee shall not be treat-
ed as an eligible employee for purposes of this sub-
section for any period with respect to any employer
if such employer is allowed a credit under subsection
(a) or section 51 with respect to such employee for

such period.
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CHARITABLE CONTRIBUTIONS.

5y

“SEC. 1400S. ADDITIONAL TAX RELIEF PROVISIONS.

“(a) TEMPORARY SUSPENSION OF LIMITATIONS ON

“(1) IN GENERAL.—Except as otherwise pro-
vided in paragraph (2), section 170(b) shall not
apply to qualified contributions and such contribu-
tions shall not be taken into account for purposes of
applying subsections (b) and (d) of section 170 to

other contributions.

“(2)  TREATMENT OF EXCESS CONTRIBU-

TIONS.—For purposes of section 170—
“(A) INDIVIDUALS.—In the case of an in-
dividual—

“(1) LaMITATION.—Any qualified con-
tribution shall be allowed only to the ex-
tent that the aggregate of such contribu-
tions does not exceed the excess of the tax-
payer’s contribution base (as defined in
subparagraph (F) of section 170(b)(1))
over the amount of all other charitable
contributions  allowed  under  section
170(b)(1).

“(i1) CARRYOVER.—If the agoregate
amount of qualified contributions made in
the contribution year (within the meaning

of section 170(d)(1)) exceeds the limitation
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of clause (1), such excess shall be added to
the excess described in the portion of sub-
paragraph (A) of such section which pre-
cedes clause (1) thereof for purposes of ap-
plying such section.

“(B) CORPORATIONS.—In the case of a

corporation—

“(1) LIMITATION.—Any qualified con-
tribution shall be allowed only to the ex-
tent that the aggregate of such contribu-
tions does not exceed the excess of the tax-
payer’s taxable income (as determined
under paragraph (2) of section 170(b))
over the amount of all other charitable
contributions allowed under such para-
oraph.

“(11) CARRYOVER.—Rules similar to
the rules of subparagraph (A)(ii) shall

apply for purposes of this subparagraph.

“(3) EXCEPTION TO OVERALL LIMITATION ON

ITEMIZED DEDUCTIONS.—So much of any deduction

allowed under section 170 as does not exceed the

qualified contributions paid during the taxable year

shall not be treated as an 1temized deduction for

purposes of section 68.
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“(4) QUALIFIED CONTRIBUTIONS.—

“(A) IN GENERAL.—For purposes of this
subsection, the term ‘qualified contribution’
means any charitable contribution (as defined
in section 170(¢)) if—

“(1) such contribution is paid during
the period beginning on August 28, 2005,
and ending on December 31, 2005, in cash
to an organization described in section
170(b)(1)(A) (other than an organization
described in section 509(a)(3)),

“(i1) in the case of a contribution paid
by a corporation, such contribution is for
relief’ efforts related to Hurricane Katrina,
Hurricane Rita, or Hurricane Wilma, and

“(i11) the taxpayer has elected the ap-
plication of this subsection with respect to
such contribution.

“(B) EXCEPTION.—Such term shall not in-
clude a contribution if the contribution is for
establishment of a new, or maintenance in an
existing, segregated fund or account with re-
spect to which the donor (or any person ap-
pointed or designated by such donor) has, or

reasonably expects to have, advisory privileges
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| with respect to distributions or investments by
reason of the donor’s status as a donor.

“(C) APPLICATION OF ELECTION TO PART-

NERSHIPS AND S CORPORATIONS.—In the case

of a partnership or S corporation, the election

2

3

4

5

6 under subparagraph (A)(iii) shall be made sepa-
7 rately by each partner or shareholder.

8 “(b) SUSPENSION OF CERTAIN LIMITATIONS ON
9

PersoNAL CasvanTy LoSsEs.—Paragraphs (1) and

10 (2)(A) of section 165(h) shall not apply to losses described

11 1in section 165(¢)(3)—

12 “(1) which arise in the Hurricane Katrina dis-
13 aster area on or after August 25, 2005, and which
14 are attributable to Hurricane Katrina,

15 “(2) which arise in the Hurricane Rita disaster
16 area on or after September 23, 2005, and which are
17 attributable to Hurricane Rita, or

18 “(3) which arise in the Hurricane Wilma dis-
19 aster area on or after October 23, 2005, and which
20 are attributable to Hurricane Wilma.

21 In the case of any other losses, section 165(h)(2)(A) shall
22 be applied without regard to the losses referred to in the
23 preceding sentence.”.

24 (b) CONFORMING AMENDMENTS.—
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(1) Subsection (b) of section 38 is amended by
striking “and” at the end of paragraph (25), by
striking the period at the end of paragraph (26) and
iserting a comma, and by adding at the end the fol-
lowing new paragraphs:

“(27) the Hurricane Katrina employee reten-
tion credit determined under section 1400R(a),

“(28) the Hurricane Rita employee retention
credit determined under section 1400R(b), and

“(29) the Hurricane Wilma employee retention
credit determined under section 1400R(¢).”.

(2) The table of sections for subchapter Z of
chapter 1 is amended by adding at the end the fol-

lowing new items:

“Sec. 1400P. Special rules for mortgage revenue bonds.
“Sec. 1400Q. Special rules for use of retirement funds.
“Sec. 140RQ. Employment relief.

“Sec. 1400S. Additional tax relief provisions.”.

(3) The following provisions of the Katrina
Emergency Tax Relief Act of 2005 are hereby re-
pealed:

(A) Title L

(B) Sections 202, 301, and 402.
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TITLE II—EXTENSION OF
EXPIRING PROVISIONS
Subtitle A—Multi-Year Extensions
SEC. 201. EXTENSION OF INCREASED EXPENSING FOR
SMALL BUSINESS.
Section 179 is amended by striking “2008” each
place it appears and inserting “2010”".
SEC. 202. CREDIT FOR ELECTIVE DEFERRALS AND IRA
CONTRIBUTIONS.
Section 25B(h) is amended by striking “2006” and
inserting <2009,
SEC. 203. ABOVE-THE-LINE DEDUCTION FOR HIGHER EDU-
CATION.
(a) IN GENERAL.—Section 222(e) is amended by
striking “2005”and inserting 2009,
(b) CONFORMING AMENDMENTS.—Section
222(b)(2)(B) is amended—
(1) by striking “a taxable year beginning in
2004 or 2005” and inserting “any taxable year be-
einning after 2003”, and
(2) by striking “2004 AND 2005”7 and inserting

“AFTER 2003,
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SEC. 204. EXTENSION AND MODIFICATION OF NEW MAR-

KETS TAX CREDIT.

(a) EXTENSION.—Section 45D(f)(1)(D) is amended
by striking “and 2007 and inserting *, 2007, and 2008”.

(b) REGULATIONS REGARDING NON-METROPOLITAN
COUNTIES.—Section 45D(i) is amended by striking “‘and”
at the end of paragraph (4), by striking the period at the
end of paragraph (5) and inserting *‘, and”, and by adding
at the end by the following new paragraph:

“(6) which ensure that non-metropolitan coun-
ties receive a proportional allocation of qualified eq-
uity investments.”.

Subtitle B—One-Year Extensions
SEC. 211. ELECTION TO DEDUCT STATE AND LOCAL GEN-
ERAL SALES TAXES.

Section 164(b)(5)(I) is amended by striking “2006”
and inserting “2007"".

SEC. 212. EXTENSION OF ALTERNATIVE MINIMUM TAX EX-
EMPTION AMOUNT FOR INDIVIDUALS.

(a) IN GENERAL.—Subparagraphs (A) and (B) of
section 55(d)(1) are each amended by striking “‘and 2005”
and inserting 2005, and 2006,

(b) INFLATION ADJUSTMENT FOR 2006.—Section
55(d) 1s amended by adding at the end the following new

paragraph:
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“(4) INFLATION ADJUSTMENT.—In the case of
any taxable year beginning in calendar year 2006,
the $58,000 and $40,250 amounts contained in sub-
paragraphs (A) and (B) of paragraph (1) shall be
increased by an amount equal to—
“(A) such dollar amount, multiplied by
“(B) the cost-of-living adjustment deter-
mined under section 1(f)(3) for the calendar
year in which the taxable year begins, deter-
mined by substituting ‘calendar year 2004’ for
‘calendar year 1992’ in subparagraph (B)
thereof.
Any increase determined under the preceding sen-
tence shall be rounded to the nearest multiple of
$50.7.

SEC. 213. ALLOWANCE OF NONREFUNDABLE PERSONAL
CREDITS AGAINST REGULAR AND ALTER-
NATIVE MINIMUM TAX LIABILITY.

(a) IN GENERAL.—Paragraph (2) of section 26(a) is
amended—
(1) by striking “2005” in the heading and in-
serting ‘2006”, and
(2) by striking “or 2005 and inserting 2005,
or 2006,

(b) CONFORMING PROVISIONS.—
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(1) Section 30B(g) is amended by adding at the
end the following new paragraph:

“(3) SPECIAL RULE FOR 2006.—For purposes of
any taxable year beginning during 2006, the credit
allowed under subsection (a) (after the application of
paragraph (1)) shall not exceed the excess of—

“(A) the sum of the regular tax lability

(as defined in section 26(b)) plus the tax im-

posed by section 55, over

“(B) the sum of the credits allowable
under subpart A and this subpart (other than
this section and section 30C).”.

(2) Section 30C(d) is amended by adding at the
end the following new paragraph:

“(3) SPECIAL RULE FOR 2006.—For purposes of
any taxable year beginning during 2006, the credit
allowed under subsection (a) (after the application of
paragraph (1)) shall not exceed the excess of—

“(A) the sum of the regular tax lability

(as defined in section 26(b)) plus the tax im-

posed by section 55, over

“(B) the sum of the credits allowable
under subpart A and this subpart (other than

this section).”.
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(3) Section 904(h) is amended by striking “or
2005”7 and inserting 2005, or 2006”.

(4) The amendments made by sections 201(b),
202(f), and 618(b) of the Economic Growth and Tax
Relief Reconciliation Act of 2001 shall not apply to
taxable years beginning during 2006.

214. EXTENSION AND MODIFICATION OF RESEARCH
CREDIT.
(a) EXTENSION.—
(1) IN GENERAL.—Section 41(h)(1)(B) 1is

2

amended by striking “2005” and inserting “2006”.

(2) CONFORMING AMENDMENT.—Section
45C(b)(1)(D) is amended by striking “2005” and
inserting “2006".

(b) INCREASE IN RATES OF ALTERNATIVE INCRE-

MENTAL CREDIT.—Subparagraph (A) of section 41(¢)(4)

(relating to election of alternative incremental credit) is

amended—
1) by striking “2.65 percent” and inserting ““3
o te] p te]
bl
percent’”’,
(2) by striking “3.2 percent” and inserting “4
percent”, and
3) by striking “3.75 percent” and inserting ‘5
A , I ,
percent”’.
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(¢) ALTERNATIVE SIMPLIFIED CREDIT FOR QUALI-

FIED RESEARCH EXPENSES.

(1) IN GENERAL.—Subsection (¢) of section 41
(relating to base amount) is amended by redesig-
nating paragraphs (5) and (6) as paragraphs (6)
and (7), respectively, and by inserting after para-
oraph (4) the following new paragraph:

“(5) ELECTION OF ALTERNATIVE SIMPLIFIED
CREDIT.—

“(A) IN GENERAL.—At the election of the
taxpayer, the credit determined under sub-
section (a)(1) shall be equal to 12 percent of so
much of the qualified research expenses for the
taxable year as exceeds 50 percent of the aver-
age qualified research expenses for the 3 tax-
able years preceding the taxable year for which
the credit is being determined.

“(B) SPECIAL RULE IN CASE OF NO
QUALIFIED RESEARCIH EXPENSES IN ANY OF 3

PRECEDING TAXABLE YEARS.

“(1) TAXPAYERS TO WHICH SUBPARA-

GRAPH APPLIES.—The credit under this

paragraph shall be determined under this
subparagraph if the taxpayer has no quali-

fied research expenses in any 1 of the 3
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taxable years preceding the taxable year
for which the credit is being determined.
“(11) CREDIT RATE.—The credit de-
termined under this subparagraph shall be
equal to 6 percent of the qualified research
expenses for the taxable year.

“(C) ELECTION.—An election under this
paragraph shall apply to the taxable year for
which made and all succeeding taxable years
unless revoked with the consent of the Seec-
retary. An election under this paragraph may
not be made for any taxable year to which an
election under paragraph (4) applies.”.

(2) COORDINATION WITH ELECTION OF ALTER-

NATIVE INCREMENTAL CREDIT.—

(A) IN GENERAL.—Section 41(¢)(4)(B)
(relating to election) is amended by adding at
the end the following: “An election under this
paragraph may not be made for any taxable
year to which an election under paragraph (5)
applies.”.

(B) TRANSITION RULE.—In the case of an
election under section 41(¢)(4) of the Internal
Revenue Code of 1986 which applies to the tax-

able year which includes the date of the enact-
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ment of this Act, such election shall be treated

as revoked with the consent of the Secretary of

the Treasury if the taxpayer makes an election

under section 41(¢)(5) of such Code (as added

by subsection (a)) for such year.

(d) FUNDED RESEARCH.—Subparagraph (H) of sec-

tion 41(d)(4) is amended to read as follows:

*S 2020 PCS

“(H) FUNDED RESEARCI.—

“(1) IN GENERAL.—Any funded re-
search.

“(11) FUNDED RESEARCH.—For pur-
poses of clause (i), the term ‘funded re-
search’ means any research to the extent
funded by any grant, contract, or other-
wise—

“(I) by another person, or
“(II) by any governmental entity.

“(i1) TREATMENT OF PAYMENTS
UNDER GOVERNMENT CONTRACTS.—For
purposes of determining the amount of
funding of research under any government
contract, all payments under such contract
shall be taken into account, including all
payments under any subcontracting agree-

ment or similar contract which includes
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funding for research which would be treat-
ed as funded by a governmental entity if
under the prime contract.

“(iv) EXCEPTION FOR GOVERNMENT
CONTRACTS CONTAINING NO NEW AND SIG-
NIFICANT ~ PERFORMANCE SPECIFICA-
TIONS.—

“(I) IN GENERAL.—Clause (ii1)
shall not apply with respect to any
covernment contract containing no
new and significant performance spec-
ifications, except if the contractor
does not retain substantial rights to
the research.

“(II) TREATMENT OF  CON-
TRACT.—For purposes of subeclause
(I), no contract shall be treated as
having new and significant perform-
ance specifications 1f the contractor
reasonably expects that the costs of
all qualified research (including costs
reasonably expected to be incurred by
subcontractors and independent con-

tractors) will not exceed 10 percent of
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the total costs of performing under
the contract.
“(III) TREATMENT AS SEPARATE

CONTRACTS.

For purposes of sub-
clause (II), options under a contract
which may be exercised at the discre-
tion of the governmental unit shall be
treated as separate contracts.

“(v) INCIDENTAL RESEARCH.—Clause
(111) shall not apply to any research under-
taken by any government contractor unless
the research i1s required to meet the con-
tract’s performance specifications.”.

(e) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years ending after De-
cember 31, 2005.

SEC. 215. WORK OPPORTUNITY TAX CREDIT AND WELFARE-

TO-WORK CREDIT.

(a) IN GENERAL.—Section 51(¢)(4)(B) i1s amended
by striking 2005 and inserting “2006”.

(b) EvumgmBirLrry or EX-FELONS DETERMINED
WITHouT REGARD TO FAMILY INCOME.—Paragraph (4)
of section 51(d) is amended by adding “and” at the end

of subparagraph (A), by striking ““, and” at the end of
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subparagraph (B) and inserting a period, and by striking
all that follows subparagraph (B).

(¢) INCREASE IN MAXIMUM AGE FOR ELIGIBILITY OF
Foop Stamp RECIPIENTS.—Clause (1) of section
51(d)(8)(A) 1s amended by striking “25” and inserting
“407.

(d) INCREASE IN MAXIMUM AGE FOR DESIGNATED

COMMUNITY RESIDENTS.

(1) IN GENERAL.—Paragraph (5) of section

51(d) 1s amended to read as follows:

“(5) DESIGNATED COMMUNITY RESIDENTS.
“(A) IN GENERAL.—The term ‘designated
community resident’ means any individual who
is certified by the designated local agency—
“(1) as having attained age 18 but not
age 40 on the hiring date, and
“(i1) as having his principal place of
abode within an empowerment zone, enter-
prise community, or renewal community.
“(B) INDIVIDUAL MUST CONTINUE TO RE-
SIDE IN ZONE OR COMMUNITY.—In the case of
a designated community resident, the term
‘qualified wages’ shall not include wages paid or
mcurred for services performed while the indi-

vidual’s principal place of abode is outside an
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empowerment zone, enterprise community, or
renewal community.”
(2) CONFORMING AMENDMENT.—Subparagraph
(D) of section 51(d)(1) 1s amended to read as fol-
lows:
“(D) a designated community resident,”.

(e¢) CONSOLIDATION OF WORK OPPORTUNITY CRED-

1T WITH WELFARE-TO-WORK CREDIT.—

(1) IN GENERAL.—Paragraph (1) of section
51(d) is amended by striking “or’” at the end of sub-
paragraph (G), by striking the period at the end of
subparagraph (I) and inserting *, or”, and by add-
ing at the end the following new subparagraph:

“(I) a long-term family assistance recipi-
ent.”

(2) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—Subsection (d) of section 51 is amended by
redesignating paragraphs (10) through (12) as para-
oraphs (11) through (13), respectively, and by in-
serting after paragraph (9) the following new para-
oraph:

“(10) LONG-TERM FAMILY ASSISTANCE RECIPI-
ENT.—The term ‘long-term family assistance recipi-
ent” means any individual who is certified by the

designated local agency—
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| “(A) as being a member of a family receiv-
2 ing assistance under a IV-A program (as de-
3 fined in paragraph (2)(B)) for at least the 18-
4 month period ending on the hiring date,

5 “(B)(1) as being a member of a family re-
6 ceiving such assistance for 18 months beginning
7 after August 5, 1997, and

8 “(11) as having a hiring date which is not
9 more than 2 years after the end of the earliest
10 such 18-month period, or

11 “(C)(1) as being a member of a family
12 which ceased to be eligible for such assistance
13 by reason of any limitation imposed by Federal
14 or State law on the maximum period such as-
15 sistance is payable to a family, and

16 “(ii) as having a hiring date which is not
17 more than 2 years after the date of such ces-
18 sation.”

19 (3) INCREASED CREDIT FOR EMPLOYMENT OF
20 LONG-TERM FAMILY ASSISTANCE RECIPIENTS.—Sec-
21 tion 51 is amended by inserting after subsection (d)
22 the following new subsection:
23 “(e) CREDIT FOR SECOND-YEAR WAGES FOR EM-

24 PLOYMENT OF LONG-TERM FAMILY ASSISTANCE RECIPI-

25 ENTS.—
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“(1) IN GENERAL.—With respect to the em-
ployment of a long-term family assistance recipi-
ent—

“(A) the amount of the work opportunity
credit determined under this section for the tax-
able year shall include 50 percent of the quali-
fied second-year wages for such year, and

“(B) in lieu of applying subsection (b)(3),
the amount of the qualified first-year wages,
and the amount of qualified second-year wages,
which may be taken into account with respect
to such a recipient shall not exceed $10,000 per
year.

“(2) QUALIFIED SECOND-YEAR WAGES.—Ior

purposes of this subsection, the term ‘qualified see-
ond-year wages’ means qualified wages—
“(A) which are paid to a long-term family
assistance recipient, and
“(B) which are attributable to service ren-
dered during the 1-year period beginning on the
day after the last day of the 1-year period with
respect to such recipient determined under sub-
section (b)(2).
“(3) SPECIAL RULES FOR AGRICULTURAL AND

RAILWAY LABOR.—If such recipient is an employee
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to whom subparagraph (A) or (B) of subsection

(h)(1) applies, rules similar to the rules of such sub-
paragraphs shall apply except that—
“(A) such subparagraph (A) shall be ap-
plied by substituting ‘$10,000” for ‘$6,000’, and
“(B) such subparagraph (B) shall be ap-
plied by substituting ‘$833.33 for ‘$500.”
(4) REPEAL OF SEPARATE WELFARE-TO-WORK

CREDIT.—

(A) IN GENERAL.—Section 51A is hereby
repealed.

(B) CLERICAL: AMENDMENT.—The table of
sections for subpart ' of part IV of subchapter
A of chapter 1 is amended by striking the item
relating to section H51A.

(f) EFFECTIVE DATE.—The amendments made by
this section shall apply to individuals who begin work for
the employer after December 31, 2005.

SEC. 216. QUALIFIED ZONE ACADEMY BONDS.

(a) IN  GENERAL.—Paragraph (1) of section
1397E(e) is amended by striking “and 2005 and insert-
ing “2005, and 2006”.

(b) FORM OF PRIVATE BUSINESS CONTRIBUTIONS.

Section 1397E(d)(2)(B) is amended by striking ‘“‘any con-
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tribution” and all that follows and inserting “any cash or

cash equivalent contribution”.

(¢) SPECIAL RULES RELATING TO AMORTIZATION,

EXPENDITURES, ARBITRAGE, AND REPORTING.—

ed—

44(f)

(1) IN GENERAL.—Section 1397E is amend-

(A) in subsection (d)(1), by striking “and”
at the end of subparagraph (C)(iii), by striking
the period at the end of subparagraph (D) and

“,and”, and by adding at the end the

serting
following new subparagraph:

“(E) the issue meets the requirements of
subsections (f), (), (h), and (i).”, and

(B) by redesignating subsections (f), (g),
(h), and (i) as subsection (j), (k), (1), and (m),
respectively, and by inserting after subsection

(e) the following new subsections:

RATABLE PRINCIPAL  AMORTIZATION RE-

QUIRED.—An issue shall be treated as meeting the re-

quirements of this subsection if such issue provides for

an equal amount of principal to be paid by the issuer dur-

ing each calendar year that the issue is outstanding.

(é(g)

TURES.

SPECIAL RULES RELATING TO EXPENDI-
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“(1) IN GENERAL.—An issue shall be treated as
meeting the requirements of this subsection if, as of
the date of 1ssuance, the issuer reasonably expects—

“(A) at least 95 percent of the proceeds
from the sale of the issue are to be spent for
1 or more qualified purposes with respect to
qualified zone academies within the 5-year pe-
riod beginning on the date of issuance of the
qualified zone academy bond,

“(B) a binding commitment with a third
party to spend at least 10 percent of the pro-
ceeds from the sale of the issue will be mcurred
within the 6-month period beginning on the
date of issuance of the qualified zone academy
bond, and

“(C) such purposes will be completed with
due diligence and the proceeds from the sale of
the 1ssue will be spent with due diligence.

“(2) EXTENSION OF PERIOD.—Upon submis-
sion of a request prior to the expiration of the period
described in paragraph (1)(A), the Secretary may
extend such period if the issuer establishes that the
failure to satisfy the 5-year requirement is due to
reasonable cause and the related purposes will con-

tinue to proceed with due diligence.
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“(3) FAILURE TO SPEND REQUIRED AMOUNT

OF BOND PROCEEDS WITHIN 5 YEARS.—To the ex-

tent that less than 95 percent of the proceeds of
such issue are expended by the close of the 5-year
period beginning on the date of issuance (or if an
extension has been obtained under paragraph (2), by
the close of the extended period), the issuer shall re-
deem all of the nonqualified bonds within 90 days
after the end of such period. For purposes of this
paragraph, the amount of the nonqualified bonds re-
quired to be redeemed shall be determined in the
same manner as under section 142.
“(h) SPECIAL RULES RELATING TO ARBITRAGE.—
An issue shall be treated as meeting the requirements of
this subsection if the issuer satisfies the arbitrage require-
ments of section 148 with respect to proceeds of the issue.
“(1) REPORTING.—Issuers of qualified academy zone
bonds shall submit reports similar to the reports required

under section 149(e).”.

(2) CONFORMING AMENDMENTS.

(A) Section 1397E(d)(3) is amended by in-
serting “‘without regard to the requirements of
subsection (f) and” after ‘“Such present value

shall be determined”’.
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(B) Section 54(1)(3)(B) is amended by
striking “‘section 1397E(i)” and inserting “‘sec-
tion 1397E(1)”.

(d) EFrFECTIVE DATE.—The amendments made by
this section shall apply to obligations issued after Decem-
ber 31, 2005.

SEC. 217. DEDUCTION FOR CORPORATE DONATIONS OF
COMPUTER TECHNOLOGY AND EQUIPMENT.

Section 170(e)(6)(G) is amended by striking “2005”
and inserting “2006"".

SEC. 218. ABOVE-THE-LINE DEDUCTION FOR CERTAIN EX-
PENSES OF ELEMENTARY AND SECONDARY
SCHOOL TEACHERS.

Subparagraph (D) of section 62(a)(2) is amended by
striking “or 2005” and inserting 2005, or 2006,

SEC. 219. EXPENSING OF BROWNFIELDS REMEDIATION
COSTS.

(a) EXTENSION.—Subsection (h) of section 198 is
amended by striking “2005” and inserting “2006".

(b) EXPANSION.—

(1) IN GENERAL.—Section 198(d)(1) (defining
hazardous substance) is amended by striking “and”
at the end of subparagraph (A), by striking the pe-

riod at the end of subparagraph (B) and inserting

*S 2020 PCS



O o0 N N Bk W=

e T S e S Y e = T e T
O o0 N O »n B~ W N = O

20
21
22
23
24
25

81

“,and”, and by adding at the end the following new

subparagraph:
“(C) any petroleum product (as defined in
section 4612(a)(3)).”.
(2) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to expenditures paid
or incurred after December 31, 2005.
SEC. 220. TAX INCENTIVES FOR INVESTMENT IN THE DIS-
TRICT OF COLUMBIA.
(a) DESIGNATION OF ZONE.—Subsection (f) of sec-

tion 1400 is amended by striking 2005”7 both places it

appears and inserting “2006"".

(b) Tax-ExemprrT  ECONOMIC  DEVELOPMENT
BoNDs.—Subsection (b) of section 1400A is amended by
striking “2005”" and inserting “2006"".

(¢) ZERO PERCENT CAPITAL GAINS RATE.—

(1) IN GENERAL.—Subsection (b) of section
1400B is amended by striking “2006” each place it
appears and inserting “2007".

(2) CONFORMING AMENDMENTS.

(A) Section 1400B(e)(2) is amended—

(i) by striking “2010” and inserting
“20117, and

(ii) by striking “2010”” in the heading
and inserting “2011”.
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(B) Section 1400B(g)(2) is amended by

striking “2010” and inserting “2011"",
(C) Section 1400F(d) is amended by strik-
ing “2010” and inserting “2011”.
(d) FIrsT-TIME HOMEBUYER CREDIT.—Subsection
(i) of section 1400C is amended by striking “2006” and
inserting “2007".
SEC. 221. INDIAN EMPLOYMENT TAX CREDIT.
Section 45A(f) is amended by striking “2005” and
inserting “2006”.
SEC. 222, ACCELERATED DEPRECIATION FOR BUSINESS
PROPERTY ON INDIAN RESERVATION.
Section 168(j)(8) is amended by striking “2005” and
inserting “2006”.
SEC. 223. FIFTEEN-YEAR STRAIGHT-LINE COST RECOVERY
FOR QUALIFIED LEASEHOLD IMPROVEMENTS
AND QUALIFIED RESTAURANT IMPROVE-
MENTS.
Clauses (1v) and (v) of section 168(e)(3)(E) are each
amended by striking “2006” and inserting “2007".
Subtitle C—Application of
EGTRRA Sunset
SEC. 231. APPLICATION OF EGTRRA SUNSET TO THIS TITLE.
Each amendment made by this title shall be subject

to title IX of the Economic Growth and Tax Relief Ree-
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onciliation Act of 2001 to the same extent and in the same
manner as the provision of such Act to which such amend-

ment relates.

TITLE III—PROVISIONS RELAT-
ING TO CHARITABLE DONA-
TIONS
Subtitle A—Charitable Giving

Incentives

SEC. 301. CHARITABLE DEDUCTION FOR NONITEMIZERS.

(a) IN GENERAL.—Section 170 (relating to chari-
table, ete., contributions and gifts) is amended by redesig-
nating subsection (o) as subsection (p) and by inserting
after subsection (n) the following new subsection:

“(o) DEDUCTION FOR INDIVIDUALS NOT ITEMIZING

DEDUCTIONS.—In the case of an individual who does not
itemize deductions for any taxable year beginning after
December 31, 2005, and before January 1, 2008, there
shall be taken into account as a direct charitable deduction
under section 63 an amount equal to the amount allowable
under subsection (a) for the taxable year for cash con-
tributions (determined without regard to any carryover).”.
(b) DIRECT CHARITABLE DEDUCTION.—
(1) IN GENERAL.—Subsection (b) of section 63
(defining taxable income) is amended by striking

“and” at the end of paragraph (1), by striking the
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| period at the end of paragraph (2) and inserting *,

2 and”, and by adding at the end the following new

3 paragraph:

4 “(3) the direct charitable deduction.”.

5 (2) DEFINITION.—Section 63 is amended by re-

6 designating subsection (g) as subsection (h) and by

7 inserting after subsection (f) the following new sub-

8 section:

9 “(e) DIRECT CHARITABLE DEDUCTION.—For pur-
10 poses of this section, the term ‘direct charitable deduction’
I1 means that portion of the amount allowable under section
12 170(a) which is taken as a direct charitable deduction for
13 the taxable year under section 170(0).”.

14 (3) CONFORMING AMENDMENT.—Subsection (d)
15 of section 63 is amended by striking “and” at the
16 end of paragraph (1), by striking the period at the
17 end of paragraph (2) and inserting *‘, and”’, and by
18 adding at the end the following new paragraph:

19 “(3) the direct charitable deduction.”.

20 (¢) FLOOR ON CHARITABLE CONTRIBUTIONS BY IN-

21 DIVIDUALS.—Section 170(a) is amended by adding at the

22 end the following new paragraph:

23 “(4) DOLLAR FLOOR ON CHARITABLE CON-
24 TRIBUTIONS BY INDIVIDUALS.—In the case of an in-
25 dividual, the charitable contributions of the taxpayer
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for any taxable year shall be taken into account for

purposes of determining the deduction under para-

oraph (1) only to the extent that the aggregate of
such contributions exceeds $210 ($420 in the case
of a joint return).”.

(d) EFFECTIVE DATE.—The amendments made by
this section shall apply to contributions made in taxable
years beginning after December 31, 2005.

SEC. 302. TAX-FREE DISTRIBUTIONS FROM INDIVIDUAL RE-
TIREMENT PLANS FOR CHARITABLE PUR-
POSES.

(a) IN GENERAL.—Subsection (d) of section 408 (re-
lating to individual retirement accounts) is amended by
adding at the end the following new paragraph:

“(8) DISTRIBUTIONS FOR CHARITABLE PUR-

POSES.—

“(A) IN GENERAL.—No amount shall be
includible in gross income by reason of a quali-
fied charitable distribution.

“(B) QUALIFIED CHARITABLE DISTRIBU-
TION.—For purposes of this paragraph, the
term ‘qualified charitable distribution” means
any distribution from an individual retirement
plan (other than a plan described in subsection

(k) or (p) of section 408)—
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“(1) which is made on or after the
date that the individual for whose benefit
the plan 1s maintained has attained age
7014, and

“(1) which is made directly by the
trustee—

“(I) to an organization described
in section 170(¢), or
“(IT) to a split-interest entity.
A distribution shall be treated as a qualified
charitable distribution only to the extent that
the distribution would be includible in gross in-
come without regard to subparagraph (A) and,
in the case of a distribution to a split-interest
entity, only if no person holds an income inter-
est in the amounts in the split-interest entity
attributable to such distribution other than one
or more of the following: the individual for
whose benefit such plan is maintained, the
spouse of such individual, or any organization
described 1n section 170(¢).
“(C) CONTRIBUTIONS MUST BE OTIER-
WISE DEDUCTIBLE.—For purposes of this para-

oraph—
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“(1) DIRECT CONTRIBUTIONS.—A dis-

tribution to an organization desecribed in
section 170(¢) shall be treated as a quali-
fied charitable distribution only if a deduc-
tion for the entire distribution would be al-
lowable under section 170 (determined
without regard to subsections (a)(4) and
(b) thereof and this paragraph).

“(i1) SPLIT-INTEREST GIFTS.—A dis-

tribution to a split-interest entity shall be
treated as a qualified charitable distribu-
tion only if a deduction for the entire value
of the interest in the distribution for the
use of an organization described in section
170(¢) would be allowable under section
170 (determined without regard to sub-
sections (a)(4) and (b) thereof and this
paragraph).

“(D) APPLICATION OF SECTION 72.—Not-

withstanding section 72, in determining the ex-

tent to which a distribution is a qualified chari-

table distribution, the entire amount of the dis-

tribution shall be treated as includible in gross

income without regard to subparagraph (A) to

the extent that such amount does not exceed
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the aggregate amount which would have been so
includible if all amounts distributed from all in-
dividual retirement plans were treated as 1 con-
tract under paragraph (2)(A) for purposes of
determining the inclusion of such distribution
under section 72. Proper adjustments shall be
made n applying section 72 to other distribu-
tions in such taxable year and subsequent tax-
able years.

“(E) SPECIAL RULES FOR SPLIT-INTEREST

ENTITIES.

“(1) CHARITABLE REMAINDER
TRUSTS.—Notwithstanding section 664(b),
distributions made from a trust described
in subparagraph (G)(i) shall be treated as
ordinary income in the hands of the bene-
ficiary to whom is paid the annuity de-
seribed in section 664(d)(1)(A) or the pay-
ment described in section 664(d)(2)(A).

“(1) POOLED INCOME FUNDS.—No
amount shall be includible in the gross in-
come of a pooled income fund (as defined
in subparagraph (G)(ii)) by reason of a

qualified charitable distribution to such

fund, and all distributions from the fund
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which are attributable to qualified chari-
table distributions shall be treated as ordi-
nary income to the beneficiary.

“(imi) CHARITABLE  GIFT  ANNU-

ITIES.

Qualified charitable distributions
made for a charitable gift annuity shall not
be treated as an investment in the con-
tract.

“(F) DENIAL OF DEDUCTION.—Qualified

charitable distributions shall not be taken into

account in determining the deduction under sec-

tion 170.

“((3) SPLIT-INTEREST ENTITY DEFINED.—

For purposes of this paragraph, the term ‘split-

interest entity’ means—
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“(i) a charitable remainder annuity
trust or a charitable remainder unitrust
(as such terms are defined in section
664(d)) which must be funded exclusively
by qualified charitable distributions,

“(i1) a pooled income fund (as defined
in section 642(¢)(5)), but only if the fund
accounts separately for amounts attrib-
utable to qualified charitable distributions,

and
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| “(ii1) a charitable gift annuity (as de-
2 fined 1n section 501(m)(5)).”.

3 (b) MODIFICATIONS RELATING TO INFORMATION RE-
4 TURNS BY CERTAIN TRUSTS.—

5 (1) RETURNS.—Section 6034 (relating to re-
6 turns by trusts described in section 4947(a)(2) or
7 claiming charitable deductions under section 642(c))
8 1s amended to read as follows:

9 “SEC. 6034. RETURNS BY CERTAIN TRUSTS.

10 “(a) SPLIT-INTEREST TRUSTS.—Every trust de-
11 seribed in section 4947(a)(2) shall furnish such informa-
12 tion with respect to the taxable year as the Secretary may
13 by forms or regulations require.

14 “(b) TRUSTS CLAIMING CERTAIN CHARITABLE DE-

15 DUCTIONS.—

16 “(1) IN GENERAL.—Every trust not required to
17 file a return under subsection (a) but claiming a de-
18 duction under section 642(c) for the taxable year
19 shall furnish such information with respect to such
20 taxable year as the Secretary may by forms or regu-
21 lations prescribe, including—

22 “(A) the amount of the deduction taken
23 under section 642(c¢) within such year,

24 “(B) the amount paid out within such year
25 which represents amounts for which deductions
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under section 642(¢) have been taken in prior
years,

“(C) the amount for which such deductions
have been taken in prior years but which has
not been paid out at the beginning of such year,

“(D) the amount paid out of principal in
the current and prior years for the purposes de-
scribed in section 642(c),

“(E) the total income of the trust within
such year and the expenses attributable thereto,
and

“(F) a balance sheet showing the assets, li-
abilities, and net worth of the trust as of the
beginning of such year.

“(2) ExceprTIONS.—Paragraph (1) shall not

apply to a trust for any taxable year if—

“(A) all the net income for such year, de-
termined under the applicable principles of the
law of trusts, i1s required to be distributed cur-
rently to the beneficiaries, or

“(B) the trust is deseribed 1n section
4947(a)(1).”.

(2) INCREASE IN PENALTY RELATING TO FIL-

OF INFORMATION RETURN BY SPLIT-INTEREST

TRUSTS.—Paragraph (2) of section 6652(¢) (relating
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to returns by exempt organizations and by certain
trusts) is amended by adding at the end the fol-
lowing new subparagraph:

“(C) SPLIT-INTEREST TRUSTS.—In the
case of a trust which is required to file a return
under section 6034(a), subparagraphs (A) and
(B) of this paragraph shall not apply and para-
oraph (1) shall apply in the same manner as if
such return were required under section 6033,
except that—

“(1) the 5 percent limitation in the
second sentence of paragraph (1)(A) shall
not apply,

“(i1) in the case of any trust with
oross income in excess of $250,000, the
first sentence of paragraph (1)(A) shall be
applied by substituting ‘$100° for ‘$20’,
and the second sentence thereof shall be
applied by substituting ‘$50,000" for
‘610,000, and

“(i11) the third sentence of paragraph
(1)(A) shall be disregarded.

In addition to any penalty imposed on the trust
pursuant to this subparagraph, if the person re-

quired to file such return knowingly fails to file
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1 the return, such penalty shall also be imposed
2 on such person who shall be personally liable
3 for such penalty.”.

4 (3)  CONFIDENTIALITY OF NONCHARITABLE
5 BENEFICIARIES.—Subsection (b) of section 6104
6 (relating to inspection of annual information re-
7 turns) 1s amended by adding at the end the fol-
8 lowing new sentence: “In the case of a trust which
9 i1s required to file a return under section 6034 (a),
10 this subsection shall not apply to information re-
11 earding beneficiaries which are not organizations de-
12 scribed 1n section 170(¢).”.

13 (¢) EFFECTIVE DATES.—

14 (1) SUBSECTION (a).—The amendment made
15 by subsection (a) shall apply to distributions made
16 in taxable years beginning after December 31, 2005,
17 and before January 1, 2008.

18 (2) SUBSECTION (b).—The amendments made
19 by subsection (b) shall apply to returns for taxable
20 years beginning after December 31, 2005.
21 SEC. 303. MODIFICATION OF CHARITABLE DEDUCTION FOR
22 CONTRIBUTIONS OF FOOD INVENTORY.
23 (a) IN GENERAL.—Subparagraph (C) of section

24 170(e)(3) (relating to special rule for certain contributions

25 of inventory and other property), as added by section 305
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of the Katrina Emergency Tax Relief Act of 2005, is

amended to read as follows:

“(C) SPECIAL RULE FOR CONTRIBUTIONS

OF FOOD INVENTORY.—

*S 2020 PCS

“(1) GENERAL RULE.—In the case of
a charitable contribution of food from any
trade or business of the taxpayer, this
paragraph shall be applied—

“(I) without regard to whether
the contribution is made by a C cor-
poration, and

“(IT) only to food that is appar-
ently wholesome food.

“(11) LiMITATION.—In the case of a
taxpayer other than a C corporation, the
ageregate amount of such contributions for
any taxable year which may be taken into
account under this section shall not exceed
10 percent of the taxpayer’s aggregate net
income for such taxable year from all
trades or businesses from which such con-
tributions were made for such year, com-
puted without regard to this section.

“(i11) LIMITATION ON REDUCTION.—

In the case of any such contribution, not-
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withstanding  subparagraph  (B), the
amount of the reduction determined under
paragraph (1)(A) shall not exceed the
amount by which the fair market value of
the apparently wholesome food exceeds
twice the basis of such food.

If

“(1v) DETERMINATION OF BASIS.

a taxpayer—
“(I) does not account for inven-
tories under section 471, and
“(IT) 1s not required to capitalize
indirect costs under section 263A,
the taxpayer may elect, solely for purposes
of subparagraph (B), to treat the basis of
any apparently wholesome food as being
equal to 25 percent of the fair market
value of such food.

“(v) DETERMINATION OF FAIR MAR-
KET VALUE.—In the case of any such con-
tribution of apparently wholesome food
which, solely by reason of internal stand-
ards of the taxpayer or lack of market,
cannot or will not be sold, the fair market
value of such contribution shall be deter-

mined—
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1 “(I) without regard to such inter-
2 nal standards or such lack of market
3 and

4 “(II) by taking into account the
5 price at which the same or substan-
6 tially the same food items (as to both
7 type and quality) are sold by the tax-
8 payer at the time of the contribution
9 (or, if not so sold at such time, in the
10 recent past).

11 “(vi) APPARENTLY  WHOLESOME
12 FOOD.—For purposes of this subpara-
13 eraph, the term ‘apparently wholesome
14 food’ has the meaning given to such term
15 by section 22(b)(2) of the Bill Emerson
16 Good Samaritan Food Donation Act (42
17 U.S.C. 1791(b)(2)), as in effect on the
18 date of the enactment of this subpara-
19 eraph.”.
20 (b) EFFECTIVE DATE.—The amendment made by

21 this section shall apply to contributions made in taxable
22 years beginning after December 31, 2005, and before Jan-

23 uary 1, 2008.
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SEC. 304. BASIS ADJUSTMENT TO STOCK OF S CORPORA-

TION CONTRIBUTING PROPERTY.

(a) IN GENERAL.—Paragraph (2) of section 1367(a)
(relating to adjustments to basis of stock of shareholders,
etc.) is amended by adding at the end the following new
flush sentence:

“The decrease under subparagraph (B) by reason of

a charitable contribution (as defined In section

170(¢)) of property shall be the amount equal to the

shareholder’s pro rata share of the adjusted basis of
such property.”.

(b) EFFECTIVE DATE.—The amendment made by
this section shall apply to contributions made in taxable
years beginning after December 31, 2005, and before Jan-
uary 1, 2008.

SEC. 305. MODIFICATION OF CHARITABLE DEDUCTION FOR
CONTRIBUTIONS OF BOOK INVENTORY.

(a) IN GENERAL.—Subparagraph (D) of section
170(e)(3) (relating to special rule for certain contributions
of inventory and other property), as added by section 305
of the Katrina Emergency Tax Relief Act of 2005, is
amended to read as follows:

“(D) SPECIAL RULE FOR CONTRIBUTIONS
OF BOOK INVENTORY FOR EDUCATIONAL PUR-

POSES.—
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“(1) CONTRIBUTIONS OF BOOK INVEN-
TORY.—In determining whether a qualified
book contribution is a qualified contribu-
tion, subparagraph (A) shall be applied
without regard to whether—

“(I) the donee is an organization
described in  the matter preceding
clause (1) of subparagraph (A), and

“(IT) the property is to be used
by the donee solely for the care of the
ill, the needy, or infants.

“(i1) AMOUNT OF REDUCTION.—Not-
withstanding  subparagraph  (B), the
amount of the reduction determined under
paragraph (1)(A) shall not exceed the
amount by which the fair market value of
the contributed property (as determined by
the taxpayer using a bona fide published
market price for such book) exceeds twice
the basis of such property.

“(111) QUALIFIED BOOK CONTRIBU-
TION.—For purposes of this paragraph,
the term ‘qualified book contribution’

means a charitable contribution of books,



O o0 N N W BB W

[\© TN NG T N T NG I NG I NS R N e T e e T e T e e T
[ T N N N N = = N Re - BN B e ) W ) TR ~S O I NO I e

*S 2020 PCS

99

but only if the requirements of clauses (iv)
and (v) are met.

“(iv) IDENTITY OF DONEE.—The re-
quirement of this clause is met if the con-
tribution is to an organization—

“(I) described in subclause (I) or

(ITI) of paragraph (6)(B)(1), or

“(II)  deseribed  1n section
501(¢)(3) and exempt from tax under
section 501(a) (other than a private
foundation, as defined in section

509(a), which is not an operating

foundation, as defined in section

4942(3)(3)), which is organized pri-

marily to make books available to the

eeneral public at no cost or to operate

a literacy program.

“(v) CERTIFICATION BY DONEE.—The
requirement of this clause 1s met if, in ad-
dition to the certifications required by sub-
paragraph (A) (as modified by this sub-
paragraph), the donee certifies in writing
that—

“(I) the books are suitable, in

terms of currency, content, and quan-
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tity, for use in the donee’s educational

programs, and

“(IT) the donee will use the books
in its educational programs.

“(vi) BONA FIDE PUBLISHED MARKET
PRICE.—Ior purposes of this subpara-
oraph, the term ‘bona fide published mar-
ket price’ means, with respect to any book,
a price—

“(I) determined using the same
printing and edition,

“(II) determined in the usual
market in which such a book has been
customarily sold by the taxpayer, and

“(III) for which the taxpayer can
demonstrate to the satisfaction of the
Secretary that the taxpayer custom-
arily sold such books in arm’s length
transactions within 7 years preceding

the contribution of such a book.”.

(b) EFFECTIVE DATE.—The amendment made by

this section shall apply to contributions made in taxable

years beginning after December 31, 2005, and before Jan-

uary 1, 2008.
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1 SEC. 306. MODIFICATION OF TAX TREATMENT OF CERTAIN

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

PAYMENTS TO CONTROLLING EXEMPT ORGA-

NIZATIONS AND PUBLIC DISCLOSURE OF IN-

FORMATION RELATING TO UNRELATED BUSI-

NESS INCOME.

(a) MODIFICATION OF SECTION 512(B)(13).—

(1) IN GENERAL.—Paragraph (13) of section

512(b) (relating to special rules for certain amounts

received from controlled entities) is amended by re-

designating subparagraph (I£) as subparagraph (I)

and by inserting after subparagraph (D) the fol-

lowing new subparagraph:

CESS PAYMENTS.
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“(E) PARAGRAPH TO APPLY ONLY TO EX-

“(1) IN GENERAL.—Subparagraph (A)
shall apply only to the portion of a speci-
fied payment received or accrued by the
controlling organization that exceeds the
amount which would have been paid or ac-
crued if such payment met the require-

ments prescribed under section 482.

“(11) ADDITION TO TAX FOR VALU-

ATION MISSTATEMENTS.—The tax imposed
by this chapter on the controlling organiza-
tion shall be increased by an amount equal

to 20 percent of the larger of—
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“(I) such excess determined with-
out regard to any amendment or sup-
plement to a return of tax, or

“(II)  such excess determined
with regard to all such amendments
and supplements.”’.

(2) EFFECTIVE DATE.—

(A) IN GENERAL.—The amendment made
by this subsection shall apply to payments re-
ceived or accrued after December 31, 2000.

(B) PAYMENTS SUBJECT TO BINDING CON-
TRACT TRANSITION RULE.—If the amendments
made by section 1041 of the Taxpayer Relief
Act of 1997 did not apply to any amount re-
ceived or accrued in the first 2 taxable years
beginning on or after the date of the enactment
of the Taxpayer Relief Act of 1997 under any
contract described in subsection (b)(2) of such
section, such amendments also shall not apply
to amounts received or accerued under such con-

tract before January 1, 2001.

(b) PUBLIC AVAILABILITY OF UNRELATED BUSINESS

(1) IN GENERAL.—Subparagraph (A) of section

6104(d)(1) 1s amended by redesignating clauses (i1)
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1 and (1) as clauses (ii1) and (iv), respectively, and by

2 inserting after clause (i) the following new clause:

3 “(i1) any annual return filed under
4 section 6011 which relates to any tax im-

5 posed by section 511 (relating to imposi-

6 tion of tax on unrelated business income of

7 charitable, ete., organizations) by such or-

8 eanization,’.

9 (2) EFFECTIVE DATE.—The amendments made
10 by this subsection shall apply to returns filed after
11 the date of the enactment of this Act.

12 (¢) CERTIFICATION OF UNRELATED BUSINESS TAX-

13 ABLE INCOME FOR CERTAIN ORGANIZATIONS.—

14 (1) IN GENERAL.—Section 6011, as amended
15 by section 311 of this Aect, is amended by redesig-
16 nating subsection (h) as subsection (i) and by insert-
17 ing after subsection (g) the following new subsection:
18 “(h) RETURNS OF CERTAIN ORGANIZATIONS RELAT-

19 ING TO UNRELATED BUSINESS TAXABLE INCOME.—

20 “(1) IN GENERAL.—Every applicable exempt
21 organization shall include with the return under sub-
22 section (a) for the taxable year a statement by an
23 independent auditor or an independent counsel
24 which meets the requirements of paragraph (2).
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“(2) STATEMENT.—A statement meets the re-

quirement of this paragraph if the statement—

*S 2020 PCS

“(A) contains a certification that—

“(1) the information contained in the
return—

“(I) has been reviewed by the
auditor or counsel, and
“(II) to the best of the auditor’s

or counsel’s knowledge, is accurate,

and

“(11) to the best of the auditor’s or
counsel’s knowledge, the allocation of ex-
penses between the unrelated trades and
business of the organization and the activi-
ties related to the purpose or function con-
stituting the basis of the organization’s ex-
emption under section 501 complies with
the requirements set forth by the Secretary
under section 512, and
“(B) indicates—

“(1) whether the auditor or counsel
has provided a tax opinion to the organiza-

tion regarding—
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“(I) the classification of any
trade or business of the organization
as an unrelated trade or business, or
“(II) the treatment of any in-
come as unrelated business taxable in-
come, and
“(i1) a description of any material
facts with respect to any such opinion.
“(3) APPLICABLE EXEMPT ORGANIZATION.—
For purposes of this subsection, the term ‘applicable

exempt organization’ means any organization

which
“(A) 1s deseribed in section 501(¢)(3),
“(B) has—

“(1) gross income and receipts of not
less than $10,000,000 for the taxable year,
or

“(i1) gross assets of not less than
$10,000,000 on the last day of the taxable
year, and
“(C) is subject to the tax imposed under

section 511 for the taxable year.”.
(2) PENALTY.—
(A) IN GENERAL.—Part I of subchapter B

of chapter 68 (relating to assessable penalties),

*S 2020 PCS
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as amended by section 316 of this Aect, is
amended by adding at the end the following
new section:
“SEC. 6720C. UNRELATED BUSINESS INCOME REQUIRE-
MENTS.

“(a) IN GENERAL.—Any applicable exempt organiza-
tion (as defined in section 6011(h)(3)) which fails to file
a statement required under section 6011(h) shall pay a
penalty in an amount equal to 4 percent of the gross rev-
enue amount of such organization for the taxable year to
which such statement relates.

“(b) GrOSS REVENUE AMOUNT.—For purposes of
subsection (a), the term ‘gross revenue amount’ means,
with respect to any taxable year, the gross income and
receipts of the organization determined without regard to
any contributions or grants received by the organization.

“(¢) REASONABLE CAUSE.—No penalty shall be im-
posed under this section with respect to any failure if it
is shown that such failure is due to reasonable cause.”.

(B)  CONFORMING  AMENDMENT.—The
table of sections of part I of subchapter B of
chapter 68, as amended by section 316 of this
Act, is amended by adding after the item relat-

ing to section 6720B the following new item:

“See. 6720C. Unrelated business income requirements.”.
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(3) EFFECTIVE DATE.—The amendments made
by this subsection shall apply to returns for taxable
yvears beginning after the date of the enactment of
this Act.

Subtitle B—Reforming Charitable
Organizations
PART I—GENERAL REFORMS
SEC. 311. TAX INVOLVEMENT BY EXEMPT ORGANIZATIONS
IN TAX SHELTER TRANSACTIONS.
(a) IMPOSITION OF EXCISE TAX.—

(1) IN GENERAL.—Chapter 42 (relating to pri-
vate foundations and certain other tax-exempt orga-
nizations) is amended by adding at the end the fol-
lowing new subchapter:

“Subchapter F—Tax Shelter Transactions

“Sec. 4965. Excise tax on certain tax-exempt entities entering into prohibited
tax shelter transactions.

“SEC. 4965. EXCISE TAX ON CERTAIN TAX-EXEMPT ENTITIES
ENTERING INTO PROHIBITED TAX SHELTER
TRANSACTIONS.

“(a) PARTICIPATION IN AND APPROVAL OF PROHIB-

ITED TRANSACTIONS.

“(1) TAX-EXEMPT ENTITY.—
“(A) IN GENERAL.—If any tax-exempt en-
tity (other than a tax-exempt entity described

in paragraph (4), (5), (6), or (7) of subsection
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(¢)) 1s a party to a prohibited tax shelter trans-

action at any time during the taxable year and

knows or has reason to know such transaction
1s a prohibited tax shelter transaction, such en-
tity shall pay a tax for such taxable year in the

amount determined under subsection (b)(1)(A).

“(B) POST-TRANSACTION  DETERMINA-

TION.—If any tax-exempt entity (other than a

tax-exempt entity described in paragraph (4),

(5), (6), or (7) of subsection (¢)) is a party to

a subsequently listed transaction at any time

during the taxable year, such entity shall pay a

tax in the amount determined under subsection

(b)(1)(B).

“(2) ENTITY MANAGER.—If any entity manager
of a tax-exempt entity approves such entity as (or
otherwise causes such entity to be) a party to a pro-
hibited tax shelter transaction at any time during
the taxable year and knows or has reason to know
that the transaction is a prohibited tax shelter trans-
action, such manager shall pay a tax for such tax-
able year in the amount determined under sub-
section (b)(2).

“(3) REASONABLE CAUSE EXCEPTION.—No tax

shall be imposed under paragraph (1)(A) or (2) if it
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1s shown that the participation of the tax-exempt en-

tity in the transaction was not willful and was due

to reasonable cause.

“(b) AMOUNT OF TAX.—

“(1) ExTITY.—In the case of a tax-exempt en-

tity

“(A) IN GENERAL.—The amount of the

tax imposed under subsection (a)(1)(A) on the

entity with respect to a taxable year shall be

the greater of—

“(1) 100 percent of the entity’s net in-
come (after taking into account any tax
imposed by this subtitle with respect to the
prohibited tax shelter transaction) for such
taxable year which is attributable to the
prohibited tax shelter transaction, or

“(1) 75 percent of the proceeds re-
ceived by the entity which are attributable
to the prohibited tax shelter transaction.

“(B)  POST-TRANSACTION  DETERMINA-

TION.—The amount of the tax imposed under

subsection (a)(1)(B) on the entity with respect

to any taxable year shall be an amount equal to

the product of—
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“(1) the highest rate of tax under sec-
11, and
“(i1) the greater of—

“(I) the entity’s net income
(after taking into account any tax im-
posed by this subtitle with respect to
the subsequently listed transaction)
for such taxable year which is attrib-
utable to the subsequently listed
transaction and which 1s properly allo-
cable to the period beginning on the
later of the date such transaction is
identified by gcuidance as a listed
transaction by the Secretary or the
first day of the taxable year, or

“(IT) 75 percent of the proceeds
received by the entity which are at-
tributable to the subsequently listed
transaction and which are properly al-
locable to the period beginning on the
later of the date such transaction is
identified by guidance as a listed
transaction by the Secretary or the

first day of the taxable year.
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“(2) ENTITY MANAGER.—In the case of each
entity manager to whom subsection (a)(2) applies,
the amount of the tax under such subsection shall
be $20,000 for each approval.

“(¢) Tax-ExempPT ENTITY.—For purposes of this

section, the term ‘tax-exempt entity’ means an entity

which 15—

“(1) deseribed in section 501(¢) or 501(d),

“(2) deseribed 1 section 170(¢) (other than an
agency or instrumentality of the United States) to
which paragraph (1) of this subsection does not
apply,

“(3) an Indian tribal government (within the
meaning of section 7701(a)(40)),

“(4) described in paragraph (1), (2), or (3) of
section 4979(e),

“(5) a program described in section 529,

“(6) an eligible deferred compensation plan de-
sceribed in section 457(b) which 1s maintained by an
employer described in section 4457(e)(1)(A), or

“(7) an arrangement described in section
4973(a).

“(d) ENTITY MANAGER.—For purposes of this sec-

tion, the term ‘entity manager’ means—
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“(1) with respect to a tax-exempt entity de-

seribed in paragraph (3) or (4) of section 501(c)

“(A) in the case of an entity other than a
private foundation, an organization manager
(as defined in section 4958(f)(2)), and
“(B) in the case of a private foundation, a
foundation manager (as defined in section
4946(b)), and
“(2) in all other cases, the person with author-
ity or responsibility similar to that exercised by an
officer, director, or trustee of an organization.

“(e) PROHIBITED TAX SHELTER TRANSACTION;
SUBSEQUENTLY LISTED TRANSACTION.—For purposes of
this section—

“(1) PROHIBITED TAX SHELTER TRANS-

ACTION.—

“(A) IN GENERAL.—The term ‘prohibited
tax shelter transaction” means—
“(1) any listed transaction, or
“(i1) any prohibited reportable trans-
action 1if the tax-exempt entity knows or
has reason to know that such transaction

18 a reportable transaction.
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“(B) LISTED TRANSACTION.—The term
‘listed transaction’ has the meaning given such
term by section 6707A(¢)(2).

“(C) PROHIBITED REPORTABLE TRANS-
ACTION.—The term  ‘prohibited reportable
transaction” means any confidential transaction
or any transaction with contractual protection
(as defined under regulations prescribed by the
Secretary) which is a reportable transaction (as
defined in section 6707A(¢)(1)).

“(2) SUBSEQUENTLY LISTED TRANSACTION.—

The term ‘subsequently listed transaction’ means

any transaction to which a tax-exempt entity is a

party and which is determined by the Secretary to

be a listed transaction at any time after the entity
has entered into the transaction.

“(f) REGULATORY AUTHORITY.—The Secretary is
authorized to promulgate regulations which provide guid-
ance regarding the determination of the allocation of net
income of a tax-exempt entity attributable to a transaction
to various periods, including before and after the listing
of the transaction or the date which is 90 days after the
date of the enactment of this section.

“(2) COORDINATION WITH OTHER TAXES AND PEN-

ALTIES.—The tax imposed by this section is in addition
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I to any other tax, addition to tax, or penalty imposed under

2 this title.”.

3
4

O o0 3 O
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24

(2) CONFORMING AMENDMENT.—The table of
subchapters of chapter 42 is amended by adding at

the end the following new item:

“SUBCHAPTER F. TAX SHELTER TRANSACTIONS.”.
(b) DISCLOSURE REQUIREMENTS.—
(1) DISCLOSURE BY ORGANIZATION TO THE IN-

TERNAL REVENUE SERVICE.—

(A) IN GENERAL.—Section 6033(a) (relat-
ing to organizations required to file) is amended
by redesignating paragraph (2) as paragraph
(3), and by inserting after paragraph (1) the
following new paragraph:

“(2) PARTICIPATION IN CERTAIN REPORTABLE
TRANSACTIONS.—Every tax-exempt entity described
in section 4965(¢) shall file (in such form and man-
ner and at such time as determined by the Sec-
retary) a disclosure of—

“(A) such entity’s participation in any pro-
hibited tax shelter transaction (as defined in
section 4965(e)), and

“(B) the identity of any other party par-
ticipating in such transaction which is known

by such tax-exempt entity.”.
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(B) CONFORMING AMENDMENT.—Section

6033(a)(1) is amended by striking ‘“paragraph

(2)” and inserting “‘paragraph (3)”.

(2) DISCLOSURE BY OTHER TAXPAYERS TO TIIE
TAX-EXEMPT ENTITY.—Section 6011 (relating to
eeneral requirement of return, statement, or list) is
amended by redesignating subsection (g) as sub-
section (h) and by inserting after subsection (f) the
following new subsection:

“(2) DISCLOSURE OF REPORTABLE TRANSACTION TO
TAX-EXEMPT ENTITY.—Any taxable party to a prohibited
tax shelter transaction (as defined in section 4965(e)(1))
shall by statement disclose to any tax-exempt entity (as
defined in section 4965(c)) which is a party to such trans-
action that such transaction is such a prohibited tax shel-
ter transaction.”.

(¢) PENALTY FOR NONDISCLOSURE.—

(1) IN GENERAL.—Section 6652(¢) (relating to
returns by exempt organizations and by certain
trusts), as amended by section 302, is amended by
redesignating paragraphs (2), (3), and (4) as para-
oraphs (3), (4), and (5), respectively, and by insert-
ing after paragraph (1) the following new para-
oraph:

“(2) DISCLOSURE UNDER SECTION 6033.—
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“(A) PENALTY ON ORGANIZATIONS.—In
the case of a failure to file a disclosure required
under section 6033(a)(2), there shall be paid by
the tax-exempt entity (the entity manager in
the case of a tax-exempt entity described in
paragraph (4), (5), (6), or (7) of section
4965(c)) $100 for each day during which such
failure continues. The maximum penalty under
this subparagraph on failures with respect to
any 1 disclosure shall not exceed $50,000.

“(B) PERSONS.

“(1) IN GENERAL.—The Secretary
may make a written demand on any tax-
exempt entity subject to penalty under
subparagraph (A) specifying therein a rea-
sonable future date by which the disclosure
shall be filed for purposes of this subpara-
oraph.

“(11) FAILURE TO COMPLY WITH DE-
MAND.—If any person fails to comply with
any demand under clause (i) on or before
the date specified in such demand, there
shall be paid by such person failing to so
comply $100 for each day after the expira-

tion of the time specified in such demand
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during which such failure continues. The
maximum penalty imposed under this sub-
paragraph on all tax-exempt entities for
failures with respect to any 1 disclosure
shall not exceed $10,000.

“(C) DEFINITIONS.—Any term used in

this section which is also used in section 4965

shall have the meaning given such term under

section 4965.7.

(2) CONFORMING AMENDMENT.—Subparagraph
(A) of section 6652(¢)(1) of such Code 1s amended
by striking “6033” each place it appears in the text

and heading thereof and inserting “6033(a)(1)".

(d) EFFECTIVE DATES.

(1) IN GENERAL.—Except as provided in para-
oraph (2), the amendments made by this section
shall apply to transactions after the date of the en-
actment of this Act, except that no tax under section
4965(a) of the Internal Revenue Code of 1986 (as
added by this section) shall apply with respect to in-
come that 1s properly allocable to any period on or
before the date which 1s 90 days after such date of
enactment.

(2) DI1SCLOSURE.—The amendments made by

subsections (b) and (¢) shall apply to disclosures the
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1 due date for which are after the date of the enact-
2 ment of this Act.

3 SEC. 312. EXCISE TAX ON CERTAIN ACQUISITIONS OF IN-
4 TERESTS IN INSURANCE CONTRACTS IN
5 WHICH CERTAIN EXEMPT ORGANIZATIONS
6 HOLD AN INTEREST.

7 (a) IMPOSITION OF TAX.—

8 (1) IN GENERAL.—Subchapter K of chapter 42
9 (relating to tax shelter transactions), as added by
10 this Act, is amended by adding at the end the fol-
11 lowing new section:

12 “SEC. 4966. EXCISE TAX ON ACQUISITION OF INTERESTS IN

13 INSURANCE CONTRACTS IN WHICH CERTAIN
14 EXEMPT ORGANIZATIONS HOLD AN INTER-
15 EST.

16 “(a) IMPOSITION OF TAX.—If there is a taxable ac-

17 quisition of any interest in an applicable insurance con-
18 tract, there is hereby imposed on the person acquiring the
19 interest a tax equal to 100 percent of the acquisition costs
20 of the interest.

21 “(b) TAXABLE ACQUISITION.—For purposes of this

22 section—

23 “(1) IN GENERAL.—The term ‘taxable acquisi-
24 tion” means the acquisition of any direct or indirect
25 interest in an applicable insurance contract by—
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“(A) an applicable exempt organization, or
“(B) a person other than an applicable ex-
empt organization if such interest in the hands
of such person is not an interest described in
clause (1), (1), (i), or (iv) of paragraph (2)(B).
“(2) APPLICABLE INSURANCE CONTRACT.—

“(A) IN GENERAL.—The term ‘applicable

insurance contract’ means any life insurance,
annuity, or endowment contract with respect to
which both an applicable exempt organization
and a person other than an applicable exempt
organization have directly or indirectly held an
interest in the contract (whether or not at the
same time).

“(B) EXCEPTIONS.—Such term shall not

include a life insurance, annuity, or endowment
contract if—

“(1) all persons directly or indirectly
holding any interest in the contract (other
than applicable exempt organizations) have
an insurable interest in the insured under
the contract independent of any interest of
an applicable exempt organization in the

contract,
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“(11) the sole interest in the contract
of each person other than an applicable ex-
empt organization is as a named bene-
ficiary,

“(111) the sole interest in the contract
of each person other than an applicable ex-
empt organization is—

“(I) as a beneficiary of a trust
holding an interest in the contract,
but only if the person’s designation as
such beneficiary was made without
consideration and solely on a purely
eratuitous basis, or

“(II) as a trustee who hol